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TRACKING THE MONEY: PREVENTING WASTE,
FRAUD, AND ABUSE OF RECOVERY ACT
FUNDING

WEDNESDAY, JULY 8, 2009

HOUSE OF REPRESENTATIVES,
COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM,
Washington, DC.

The committee met, pursuant to notice, at 10:05 a.m., in room
2154, Rayburn House Office Building, Hon. Edolphus Towns (chair-
man of the committee) presiding.

Present: Representatives Towns, Maloney, Cummings, Tierney,
Lynch, Quigley, Kennedy, Van Hollen, Cuellar, Hodes, Foster,
Speier, Issa, Burton, Souder, Turner, Bilbray, Jordan, Flake,
Chaffetz, and Schock.

Also present: Representatives Brady and Dent.

Staff present: Aaron Ellias, staff assistant; Linda Good, deputy
chief clerk; Jean Gosa, clerk; Adam Hodge, deputy press secretary;
Carla Hultberg, chief clerk; Marc Johnson, assistant clerk; Phyllis
Love and Christopher Sanders, professional staff members; Mike
McCarthy, deputy staff director; Jesse McCollum, senior advisor;
Leah Perry, senior counsel; Jason Powell, counsel and special policy
advisor; Jenny Rosenberg, director of communications; Leneal
Scott, IT specialist; Mark Stephenson, senior policy advisor; Ron
Stroman, staff director; Lawrence Brady, minority staff director;
John Cuaderes, minority deputy staff director; Jennifer Safavian,
minority chief counsel for oversight and investigations; Frederick
Hill, minority director of communications; Dan Blankenburg, mi-
nority director of outreach and senior advisor; Adam Fromm, mi-
nority chief clerk and Member liaison; Kurt Bardella, minority
press secretary; Howard Denis and Christopher Hixon, minority
senior counsels; Brien Beattie, Alex Cooper, and Mark Marin, mi-
nority professional staff members; and Sharon Casey, minority ex-
ecutive assistant.

Chairman TowNsS. The committee will come to order. Good morn-
ing and thank you all for being here.

This is the third in a series of hearings this committee has held
on the implementation of the American Recovery and Reinvestment
Act of 2009. The purpose of this hearing is to examine the unique
challenges faced by States, localities, and agencies in using and
tracking Recovery Act funds. This hearing will also examine the
paramount question: Is the Recovery Act working?

Five months ago, Congress committed nearly %790 billion of tax-
payers’ money in an effort to stave off and reverse a tidal wave of
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State deficits, rampant layoffs, and sinking personal income. With
billions of taxpayer money on the line, it is vital that we keep a
watchful eye on the money being spent, the programs being exe-
cuted, and the methods by which we measure progress toward revi-
talizing our economy.

Today, GAO is releasing its second bimonthly report on State
and local use of Recovery Act funds. Frankly, there is good news
and bad news.

The good news is that money is flowing from the Federal Govern-
ment to the States at a faster rate than the Congressional Budget
Office predicted at the beginning of this year.

I am also pleased that the Recovery Act has helped States and
localities reduce the severity of budget cuts to the programs that
unemployed people need most. In New York, for example, GAO
found that the New York City School District anticipates saving
14,000 jobs as a result of the Recovery Act funding.

But there is also bad news. GAO found significant shortcomings
in the targeting and tracking of Recovery Act spending.

The Recovery Act places a priority on directing funds toward
projects in economically distressed areas. However, there are sub-
stantial variations among States as to what constitutes an eco-
nomically distressed area. For this reason, it is unclear as to
whether Recovery Act funds are going where they are needed most.

This is particularly important with respect to transportation-re-
lated spending in distressed areas. Therefore, today, I am request-
ing a personal meeting with the Secretary of Transportation to dis-
cuss the importance of ensuring that Recovery Act spending on
highway and other transportation infrastructure projects is focused
on these economically distressed areas. I believe this is one of the
key ways in which we can help create real jobs and do it quickly.

I want to note, however, that without appropriate guidance from
the Office of Management and Budget and other Federal agencies
on spending and accounting for Recovery Act funds, it will be dif-
ficult to measure our true progress in creating jobs and in minimiz-
ing waste, fraud, and abuse of Recovery Act funds. GAO found this
to be a critical issue for New York and for other States as well.

OMB’s failure to provide timely and necessary guidance begs the
question, are we asking the States to do the impossible? Can they
really provide accurate and reliable data on Recovery Act spending
and job creation by the October 10th reporting deadline? I look for-
ward to hearing how OMB intends to resolve this problem.

I also remain concerned that the States are being asked to ad-
minister a funding program of unprecedented size without being
given the necessary resources. They have been asked to fix the car
but not given the mechanic or the tools to do so, or even the spare
parts that are needed. And I see that GAO agrees with us that this
is a serious problem.

In fact, that is why I introduced H.R. 2182, of course with the
ranking member, Congressman Issa of California. Our bill in-
creases the percentage of Recovery Act funds that may be used by
States and localities to conduct administrative and oversight func-
tions.

The House has passed H.R. 2182, but it has yet to be taken up
in the Senate. I hope that one result of today’s hearing and the re-
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lease of the GAO’s report is that it will reinforce the message to
the Senate that this bill needs to be enacted as soon as possible.
I would hope we can find ourselves in conference with the Senate
prior to the August recess, at which time I also intend to address
the Single Audit issues highlighted by GAO in its report.

Both this Congress and the administration have instituted an
unprecedented level of oversight designed to ensure transparency
and accountability of Recovery Act spending. In doing so, we have
committed to an enormous undertaking to deal with the toughest
economic times this country has faced since the 1930’s.

I hope that our distinguished witnesses can help us identify what
needs to be done, what lessons have been learned so far, and what
best practices have been identified so that we can ensure that tax-
payers’ money is being used effectively and responsibly.

Again, I want to thank our witnesses for appearing today, and
I look forward to your testimony.

At this time, I yield time to the ranking member from California,
Congressman Issa, for his opening statement.

[The prepared statement of Chairman Edolphus Towns follows:]
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HOUSE COMMITTEE ON
OVERSIGHT & GOVERNMENT REFORM

CHAIRMAN EDOLPHUS TOWNS
OPENING STATEMENT
HEARING

“TRACKING THE MONEY: PREVENTING WASTE, FRAUD
AND ABUSE OF RECOVERY ACT FUNDING”

JULY 8, 2009
Good morning and thank you for being here.

This is the third in a series of hearings this Committee
has held on the implementation of the American Recovery
and Reinvestment Act of 2009. The purpose of this hearing
is to examine the unique challenges faced by states,
localities, and agencies in using and tracking Recovery Act
funds.

This hearing will also examine the paramount question:
Is the Recovery Act working?
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Five months ago, Congress committed nearly $790
billion of taxpayer money to an effort to stave off and reverse
a tidal wave of state deficits, rampant layoffs, and sinking
personal income. With billions of taxpayer monéy on the
line, it is vital that we keep a watchful eye on the money
being spent, the programs being executed, and the methods
by which we measure progress toward revitalizing our
economy.

Today, GAO is releasing its second bi-monthly report
on state and local use of Recovery Act funds.

Frankly, there is good news and bad news.

The good news is that money is flowing from the
Federal government to the states at a faster rate than the
Congressioha! Budget Office predicted at the beginning of
this year. | am also pleased that the Recovery Act has
helped states and localities reduce the severity of budget
cuts to the programs that unemployed people need most.
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In New York, for example, GAO found that the New
York City School District anticipates saving 14,000 jobs as a
result of Recovery Act funding.

But there is also bad news. GAO found significant
shortcomings in the targeting and tracking of Recovery Act
spending.

The Recovery Act places a priority on directing funds
toward projects in “economically distressed areas.”
However, there is substantial variation among states as to
what constitutes an economically distressed area. For this
reason, it is unclear as to whether Recovery Act funds are
going where they are needed most.

This is particularly important with respect to
transportation-related spending in distressed areas.

Therefore, today | am requesting a personal meeting
with the Secretary of Transportation to discuss the
importance of ensuring that Recovery Act spending on
highway and other transportation infrastructure projects is
focused on these economically distressed areas. | believe
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this is one of the key ways in which we can help create real
jobs and do it quickly.

I want to note, however, that without appropriate-
guidance from the Office of Management and Budget (OMB)
and other Federal agencies on spending and accounting for
Recovery Act funds, it will be difficult to measure our true
progress in creating jobs and in minimizing waste, fraud, and
abuse of Recovery Act funds. GAO found this to be a critical
issue for New York and for other states as well.

OMB's failure to provide timely and necessary guidance
begs the question: are we asking the states to do the
impossible? Can they really provide accurate and reliable
data on Recovery Act spending and job creation by the
October 10 reporting deadline?

I look forward to hearing how OMB intends to resolve
this problem.
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I also remain concerned that the states are being asked
to administer a funding program of unprecedented size
without being given the necessary resources. They have
been asked to fix the car, but not given the mechanic, the
tools, or the spare parts. And | see that GAO agrees with us
that this is a serious problem.

In fact, that's why | introduced H.R. 2182, the Enhanced
Oversight of State and Local Economic Recovery Act, which
is cosponsored by Ranking Member Issa. Our bill increases
the percentage of Recovery Act funds that may be used by
states and localities to conduct administrative and oversight
functions.-

The House has passed H.R. 2182, but it has yet to be
taken up in the Senate. | hope that one result of today’s
hearing and the release of the GAO report is that it will
reinforce the message to the Senate that this bill needs to be
enacted as soon as possible. | would hope we can find
ourselves in conference with the Senate prior to the August
recess, at which time 1 also intend to address the Single
Audit issues highlighted by GAO in its report.
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Both this Congress and the Administration have
instituted an unprecedented level of oversight designed to
ensure transparency and accountability for Recovery Act
spending. In doing so, we have committed to an enormous
undertaking to deal with the toughest economic times this
country has faced since the 1930s.

| hope that our distinguished witnesses can help us
identify what needs to be done, what lessons have been
learned so far, and what best practices have been identified
so that we can ensure that taxpayer money is being used

effectively and responsibly.

Again, | want to thank our witnesses for appearing

today, and | look forward to their testimony.
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Mr. IssAa. Thank you, Mr. Chairman. And thank you for holding
this important hearing today.

Mr. Chairman, just today, the USA Today’s headline read,
“States Aren’t Using Stimulus Funds as Intended.” Mr. Chairman,
thanks to your work on this issue, we were already well aware that
ultimately a great deal of the money delivered to the States has,
in fact, been cost-shifted to projects not originally intended and
that our funds have gone toward maintenance of many jobs, includ-
ing, as we will hear today I'm sure, the retention of teachers or
even retention bonuses to hold on to teachers. I will be interested
today to hear from the GAO and others how we score a job saved
or created when, in fact, it goes to a retention bonus.

Mr. Chairman, when the government spends $787 billion in this
make-work stimulus effort, in selling the stimulus package the ad-
ministration promised the American people that the legislation
would create or save 3.5 million jobs and prevent the U.S. unem-
ployment rate from rising above 8 percent.

Mr. Chairman, I opposed the stimulus. And I might remind you,
it was the second stimulus, having already tried handing out dol-
lars under the previous administration. I voted for that stimulus.
One might say, fool me once, shame on you; fool me twice, shame
on me. In fact, I believe that the discredited Keynesian economic
theory behind the effort is misguided, and I am convinced that it
won’t work.

Unfortunately, recent economic data has validated my opposition.
The U.S. economy lost 433,000 net jobs in June, bringing the un-
employment rate to 9.5 percent. These job losses come on the heels
of other declining economic indicators that bring total American
jobs lost since President Obama took office to 2.6 million.

Mr. Chairman, I might remind you, all those jobs lost are in the
private sector. In fact, the public sector, and particularly the Fed-
eral Government, has increased employment. We are, in fact, a job
factory.

As the committee Democrats rightfully noted in their briefing
memorandum, the purpose of the stimulus was putting the unem-
ployed back to work. Mr. Chairman, these troubling job numbers
Elavelz1 shown beyond a doubt that so far the stimulus has failed to

o that.

When Vice President Biden was asked to justify the administra-
tion’s stimulus job promises in the face of economic reality, he ad-
mitted the administration, “misread the economy.” The misreading,
however, didn’t stop the administration from touring the country,
hyping the success of stimulus efforts creating 150,000 jobs.

These job claims are based on the same flawed macroeconomic
models that the Vice President now admits were mistaken. These
macroeconomic models also reflected the unaccountable measures
of jobs saved. Since no one can possibly dispute or disprove the
jobs-saved claims of the administration, in fact, we are by defini-
tion forced to say, “The jobs must be saved, but others were lost.”

Mr. Chairman, I'm not going to dispute that the money was
spent by the administration in good faith in order to help the econ-
omy. Many of the, “down payments” made on programs are, in fact,
programs which the administration believes in the long run will do
a great deal of good. Even the dollars sent in checks that ulti-
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mately ended up being deposited, rather than spent, were intended
to be spent to help stimulate the economy.

The OMB guidance fails to include today a requirement for re-
ceipt of reports to be accessible to the public in raw data feed. That
is one of the areas I'm most concerned at and will be asking. Aren’t
the American people, in this day and age in which we can Google
and find out what the neighbor’s house next-door is worth, when
it last sold, what it’s appraised at, and when in fact it goes into
escrow, why are we not in fact able to see when money was spent,
no matter how spent, by the Federal, State, or local governments?

I look forward to discussing these issues today with OMB Deputy
Director Rob Nabors, and I thank him for appearing before this
committee. I also look forward to hearing from Mike Pickett, CEO
of Onvia, the private-sector provider of Recovery.org.

And I know my time is expiring. I just want to ask unanimous
consent to put the rest of it in the record and take just one moment
to note that we’re going to see today in written testimony that Re-
covery.org, in fact, outperforms and is out used by the Federal Gov-
ernment’s own Recovery.gov.

And I think that’s very telling of what we’re going to ask our
first panel today, which is: Why is it government, at greater ex-
pense, cannot equal the private sector? And if we cannot equal the
private sector in providing information, then should we, in fact,
simply dump our raw data and allow private-sector companies to
monetize it or pay them to make it available rather than to con-
tinue to invest countless tens of billions of dollars into IT infra-
structure that always seems to look pretty and seldom delivers its
promise?

And, Mr. Chairman, I'll put the rest in for the record, and thank
you for your indulgence. I yield back.

[The prepared statement of Hon. Darrell E. Issa follows:]
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EDOLPHUS TOWNS, NEW YORK DARRELL E. ISSA, CALIFORNIA
CHAIRMAN RANKING MINCRITY MEMBER

ONE HUNDRED ELEVENTH CONGRESS

Congress of the United States

Bousge of Repregentatibes

COMMITTEE ON OVERSIGHT AND GOVERNMENT REFORM
2157 Raysurn House Orrice BuLoing
Wastington, DC 20515-6143

Majority {202) 225-5081
Minority (202) 225-6074

Statement of Rep. Darrell E. Issa, Ranking Member
Hearing on “Tracking the Money: Preventing Waste, Fraud, and Abuse of Recovery Act Funding.”
July 8, 2009

Mr. Chairman, thank you for holding today’s hearing. In response to the financial crisis, Congress
and the Administration have pumped trillions of taxpayer dollars into the economy in the form of bailouts,
rescue packages, and government spending. Part of this effort included a $787 billion make-work “stimulus
effort. In selling the stimulus package, the Administration promised the American people that the legislation
would create or save 3.5 million jobs and prevent the U.S. unemployment rate from rising above 8%.

»

Mr. Chairman, T opposed the stimulus. I thought the outdated and discredited Keynesian economic
theory behind the effort was misguided, and I was convinced it wouldn’t work. Unfortunately, recent
economic data has validated my opposition. The U.S. economy lost 433,000 jobs in June, bringing the
unemployment rate to 9.5%. These job losses come on the heels of other declining economic indicators, and
bring the total number of American jobs lost since President Obama took office to over 2.6 million.

As the Committee Democrats rightly noted in their briefing memorandum, the purpose of the
stimulus was “putting the unemployed back to work.” Mr. Chairman, these troubling job numbers have
shown beyond doubt that so far the stimulus has failed.

When Vice President Biden was asked to justify the Administration’s stimulus job promises in the
face of economic reality, he admitted that the Administration “misread the economy.” This misreading,
however, didn"t stop the Administration from touring the country hyping the success of the stimulus effort
in creating 150,000 jobs. These job claims are based on the same flawed macroeconomic models that the
Vice President now admits were incredibly mistaken.

These macroeconomic models also reflected the cleverly unaccountable measure of “jobs saved.”
Since no one can possibly disprove a “jobs saved” claim, the Administration has rigged the game in its own
favor. As our Senate Democrat colleague Max Baucus said, the Administration has “created a situation
where [it] cannot be wrong.”

OMB, in its most recent guidance to stimulus recipients, has proposed an additional method of
reporting the employment effects of the stimulus: the counting heads approach. The Administration has
directed stimulus recipients to simply “count the people being paid out of Recovery act dollars.” OMB’s
guidance is seriously deficient, as it ignores the crucial challenge of understanding whether people
employed with stimulus funds were (or would have been) unemployed in the absence of the stimulus, or
whether they simply would have been employed elsewhere. Thus, the guidance will likely lead to inflated
job reports from stimulus recipients.
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In addition, OMB’s guidance fails to include a requirement that recipient reports be accessible to the
public as a raw data feed. If a raw data feed were made available for the public to download and subscribe
to, the vast army of e-transparency advocates, bloggers, and the watchdog community would use it to
produce any number of interesting and informative ways to display the information. The lack of a data feed
contradicts another Administration promise: that the stimulus would be implemented with an unprecedented
level of transparency and accountability. As one nonpartisan watchdog group pointed out, “This isa
significant failure by the Administration to live up to its promise for full and complete disclosure.
Significant failure.”

1 took forward to discussing these issues today with OMB Deputy Director Rob Nabors, and I thank
him for appearing before the Committee. I also look forward to hearing from Mike Pickett, CEO of Onvia,
the private-sector provider of Recovery.org, which tracks stimulus spending using proprietary search
technology and presents it free of charge to the public. By all accounts, the private-sector Recovery.org is
significantly more effective than the public-sector Recovery.gov in accounting for stimulus spending. I look
forward to learning about the methods behind the success of Recovery.org, and understanding what lessons
learned can be applied to the federal government’s efforts to track stimulus spending.

1 would also like to thank the governors of Maryland, Massachusetts, and Pennsylvania for
appearing before the Committee today. It is important that many of our states come to grips with their
spending problems, and avoid turning to taxpayers in other states (through the federal government) to bail
them out. My home state of California is currently suffering through this problem.

It is also important that we learn what the states are doing to prevent and detect waste and fraud in
stimulus spending. Earl Devaney, Chairman of the Recovery Accountability and Transparency Board,
suggested to the Committee in March that $55 billion of stimulus funds will be wasted. I look forward to
learning what the governors are doing to prevent the waste of taxpayer money, and whether the guidance
they’ve received from the federal government is sufficient.

Mr. Chairman, thank you again for calling this hearing.
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Chairman TowNs. Thank you very much, Congressman Issa.

In addition to receiving the testimony of the witnesses before us
today, the committee has received statements for the record from
the National Governors Association and the National Association of
State Auditors, Comptrollers, and Treasurers. These organizations
provide the financial support that the States need to create and
preserve jobs. Of course, without objection, I enter these written
statements into the record.

[The information referred to follows:]
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Chairman Towns, Ranking Member Issa, members of the committee, on behalf of the nation’s
governors, thank you for holding a hearing to review and discuss state efforts to implement the
American Recovery and Reinvestment Act (ARRA).

Background
The economic conditions governors face in their states are unprecedented. Earlier this year NGA

estimated that state budget shortfalls for fiscal years 2009 and 2010 would top $230 billion as a
result of falling revenues from the faltering economy. These shortfalls mean that governors must
cut services or develop new sources of revenues to meet state balanced budget requirements --
actions that could slow an economic turnaround.

Furthermore, history has shown that states experience the worst fiscal conditions the year after a
national recession ends. With economists forecasting that the economy will continue to contract
through 2009, and unemployment rates increasing into 2010, governors are planning for difficult
financial times through fiscal year 2011 and possibly 2012.

As a result, NGA issued a paper with recommendations regarding a possible federal stimulus bill
to spur the economy and put people back to work. NGA’s recommendations included
countercyclical funding for states to reduce the need for cuts to services or tax increases;
investments in infrastructure to create jobs and promote economic competitiveness; and funding
for safety net programs to help individuals impacted by the downturn.

Governors also met with then President-elect Obama and Vice President-elect Biden to discuss
the economy and encouraged the incoming administration to hold governors accountable for the
use of federal recovery funds. Specifically, governors voiced support for use-it-or-lose it criteria
to ensure rapid deployment of federal dollars.

The ARRA reflects each of these recommendations. It provides more than $135 billion to states
in countercyclical funds through Medicaid and education. It invests in core infrastructure
including highway, transit and water systems. It also provides additional funds to extend
unemployment assistance and other benefits for individuals and families. All told, of the $787
billion provided by the ARRA, more than $246 billion will go to or be administered by states.
This places states, and governors, on the front lines partnering with the federal government to
make the ARRA work.

To one extent this hearing is premature. Having just passed in February, most ARRA funds
remain in the hands of the federal government, and the federal agencies charged with distributing
the funds are still developing or only recently completed the guidance and rules necessary for
states to implement the act.

On the other hand, this hearing is well-timed because meeting the levels of transparency and
accountability called for by the ARRA will take an extraordinary level of cooperation and
coordination between federal agencies and state and local governments. If developed properly,
federal and state rules should help spend federal funds efficiently and prevent waste, fraud and
abuse. If, however, federal, state and local efforts are not well coordinated, funds may be spent
too quickly or on projects that do not maximize job creation or economic growth.
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As this committee reviews federal and state actions to implement the ARRA, NGA offers the
following recommendations:

» Coordinate and streamline reporting requirements and oversight

Congress and the Administration should avoid duplicative or unnecessary reporting requirements
by sharing information and developing common definitions to make state reporting easier and
more usable. National and regional oversight activities also should be coordinated to avoid
duplication and minimize the impact on limited state resources.

* Provide resources for accountability and fransparency

Millions of dollars were provided to federal Inspectors General to conduct oversight and prevent
waste, fraud and abuse. Flexibility in the use of ARRA funds by states to meet transparency and
accountability standards is necessary to develop and improve state systems and capabilities to
meet ARRA requirements. OMB efforts to allow states to use up to .5 percent of ARRA funds
for administration are helpful, but not sufficient to adequately support state oversight and
accountability efforts.

¢ Allow time for planning

ARRA'’s objective of spending money quickly must be tempered with the objective of spending
federal taxpayer dollars wisely. Congress and the Administration should provide states flexibility
to organize and plan after federal rules are finalized to ensure proper handling and priority
setting at the state level. This would allow ready-to-go states to move forward immediately and
provide others time to build capacity to meet ARRA requirements.

¢  Communicate with and through Governor’s Offices

The ARRA provides states and governors with central responsibility for using and administering
federal recovery funds. Federal officials should therefore ensure that the governor’s office is kept
informed of all federal spending and activities that occur in a state. Governors must also have
access to all reporting information on both a transactional and aggregate basis to ensure accurate,
consistent and quality reporting of expenditure and job creation data.

The State Role

During any economic downturn, states sre key players from three major perspectives. First, they
administer most of the safety net programs in the United States. The four major programs that
can both help stabilize the economy and provide benefits to individuals in need are 1) Medicaid,
2) welfare benefits, 3) unemployment compensation and 4} food stamps. All of these are federal-
state programs that receive major federal funding.

Second, states can quickly create jobs in the short-run through infrastructure investment such as
highways, transit projects and water and sewer system modernization. States are able to do this
quickly because states administer many infrastructure programs and have detailed information
regarding unmet needs.
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Third, because of balanced budget requirementsl, states typically react to downturns by cutting
spending and raising taxes, which make the downturn more severe. Direct federal government
payments to states to help offset these actions is therefore one of the most powerful
countercyclical actions the federal government can take.

State Shortfalls

A survey of state fiscal conditions late last year projected state shortfalls of $230 billion for FY
2009 and FY 2010. NGA'’s best estimate is that without ARRA dollars, states would face budget
gaps of $200 to $250 billion through fiscal year 2011. Tax collections continue to trend
downward with sales tax, corporate business tax and personal income tax revenue all staying
negative during the first quarter of 2009. Income tax revenues are likely to dip most after
unemployment peaks, which could be as late as mid-2010.

State Impacts Lag the Downturn

Unfortunately, even with distribution of ARRA funds, states” fiscal picture will continue to
deteriorate over the next two years. When the economy slows, state sales tax revenues decline as
reductions in personal consumption often lead downturns. Rising unemployment is the next sign,
which in turn leads to declines in state personal and corporate income tax revenues. The increase
in unemployment also often leads to increases in the demand for food stamps, unemployment
benefits and Medicaid payments, which is currently about 21 percent of state budgets.

The lag effect on states was evident in each of the last two recessions. The recession that ended
in 1991 resulted in 28 states cutting budgets that year. States, however, continued to experience
the recession’s impact and in 1992, 33 states cut budgets. Similarly in 2001, when the most
recent recession ended, 16 states cut budgets. However, 37 states cut budgets in each of the next
two years—2002 and 2003. (See Chart: Budget Cuts Made After the Budget Passed). If the
current downturn continues and follows the path of past recessions, most states will face budget
shortfalls in 2010, 2011 and possibly 2012.

Budget Cuts Made After the Budget Passed,
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Managing the American Recovery and Reinvestment Act

With more than $246 billion in recovery funds flowing to or through states, governors have taken
an aggressive approach to managing ARRA funds and programs. Governors are keenly aware of
the inherent tension the ARRA’s objectives pose for states: spend funds quickly; target funds
effectively; and prevent waste, fraud and abuse. These objectives must also be measured against
the fact that ARRA funds are temporary and cannot be counted on to fund long-term reforms or
benefit expansions.

From a state perspective, it is critical to think in terms of the ARRA’s various categories of
spending because they have very different intents and many require different management
structures, reporting requirements, and the involvement of state legislatures. Four categories are
particularly important.

a, Countercyelical Funds
There are two major categories of the countercyclical funds, which are the most flexible funds.

First, there is the $87 billion in estimated federal increase in Medicaid funds. Second, there is
$48 billion in the State Fiscal Stabilization Fund, which includes $8.8 billion that can be used for
any purpose as well as education, and $39.5 billion that must be used for elementary, secondary
and higher education. Because education averages about 46 percent of state budgets, it provides
considerable fiscal relief. It is important to note that local school districts will also receive an
additional $25 billion in Title I and special education grants for education. The combination of
Medicaid enhancements and the State Stabilization Fund means that the flexible funds provided
under the act total about $1335 billion.

This $135 billion is critical for states because it can be used to offset states’ projected $200-$250
billion in shortfalls through fiscal year 2011. The new dollars are an appropriate amount that will
help stabilize the economy and offset the most draconian cuts, but will keep the pressure on
states to continue to consolidate, streamline and downsize state government. Already ARRA
funds have had a positive economic impact: states postponed planned cuts and tax increases for
fiscal year 2010. That being said, several state revenues fell well below worst-case-scenario
projections during the first six months of this year. Consequently, while states heped to use
countercyelical funds in FY 2010 and 2011, many were forced fo accelerate the use of such
funds to close budget gaps in FY 2009,

Although the allocation of countercyclical funds across states could be better targeted, the
Medicaid formula does account for economic stress, and therefore many of the states with the
worst underlying economies get a larger allocation of funds. There are only a few small
states—generally those that produce energy—that may receive funds above their needs. For most
states, these flexible federal funds are far short of need. The fact that the Medicaid funds were
retroactive to October 1, 2008, was extremely helpful in allowing states to postpone planned
cuts. It is important to note, however, that even after the recovery package, states will continue
to face a shortfall of more than $200 billion over the next three years, and will therefore continue
to reduce spending and consider increasing taxes to balance their budgets.
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b. Appropriated Programs
The ARRA contains a significant number of direct appropriations into existing federal-state

programs, which run the gamut from $27.5 billion for highways to $1 billion for community
services block grants to $3.1 billion for state energy grants. States have little flexibility here and
must spend these additional funds in the specified program areas. Many of these grants are
formula while others are discretionary or competitive grants. This category includes about 50
programs, and in many cases, states are required to obligate and spend these funds quickly to
create jobs.

¢. Safety Net
The ARRA also expands on a number of safety net programs such as transitional Medicaid

assistance, food stamps and unemployment insurance. Most of these programs will require states
to make decisions regarding new eligibility and benefit levels, which may require state
legislative changes as well as major changes to business processes and management information
systems. Safety net funds are generally spent quickly by recipients and, thus, have a positive
macroeconomic impact.

d. Foundations for Economic Development

The ARRA also provides funds for several long-run investments with the potential for economic
growth including: alternative energy and smart grid technology; Health IT; broadband
deployment and access; high-speed rail; and funding for research and development. Most of the
funding in these areas is for new programs that require significant planning and development by
both the federal government and states. Maximizing these dollars requires a coordinated
approach, governance structure and clear strategic goals. More than any other type of funding
under the ARRA, these funds are targeted towards establishing capabilities to develop and
promote long-term economic growth.

Accountability and Transparency
The legislation contains numerous provisions to ensure that the appropriated funds are spent as

intended by Congress. As a result, state activities will be subjected to extensive public scrutiny
and to enhanced oversight by a variety of federal entities, including federal program managers,
agency inspectors general, and the Government Accountability Office (GAO). Federal efforts are
being coordinated by the newly established Recovery Accountability and Transparency Board,
which is charged with preventing potential waste, fraud and abuse and is made up of inspectors
general from several federal agencies.

In addition, the legislation requires the board to operate the Web site, www.recovery.gov, as a
portal or gateway to key information related to recovery efforts and to provide a window to other
government Web sites with related information. States will be required to use this Web site to
post information on the use of both operational funding and infrastructure investments. The
required information is generally more detailed than mandated by current statutes including:

s Descriptions of the intended use of the funds;

¢ Impact on job development and preservation; and

s Copies of individual grants and contracts.
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Finally, the legislation includes substantial increases in the appropriations for the GAO and
departmental inspectors general. It also requires grantees to provide federal reviewers with
unfettered access to state records and establishes new whistle-blower protections, including the
authority for federal inspectors general to review and decide claims regarding retaliation. GAO
has already identified and initiated reviews of implementation activities in 16 states.

Challenges for States
Governors expect to be held fully accountable for their use of ARRA funds. To best achieve

these objectives, governors are acting to build or expand a capacity to:
e Plan and establish priorities;
e Obtain necessary legislative and public support;
e Coordinate the interaction between state and federal agencies;
e Oversee state agency implementation, including coordination and collaboration across
agency and program lines;
Expand workforce capacity to develop and monitor a rapid growth in contracts;
e Ensure compliance with grant requirements, including transparency and accountability
provisions; and
e Facilitate local government and private sector opportunities to utilize federal grant and
loan programs to the maximum extent.

State Planning

Governors understand that thoughtful planning and skilled implementation are necessary to
achieve the full benefit of the opportunities encompassed in the ARRA. Planning is required to
ensure that new spending is timed to provide necessary resources over the duration of the
recession and initial recovery. Failure to plan early for the next two to three years could worsen
the out-year impact because states may be hard pressed to meet service expectations or
commitments one ARRA funds are exhausted.

Planning is also vital to ensure that available funds are used strategically to address both short-
term needs of individuals adversely affected by the recession and opportunities to invest in future
economic growth. A thoughtful planning process that involves multiple stakeholders at an early
stage can help both to identify priorities and the opportunities to coordinate a variety of funding
sources to help achieve broader goals. That process also can help identify and address issues
relating to the sustainability of programs and services that may be initiated or expanded under
the ARRA.

To organize ARRA planning and implementation efforts, states have tended to organize around a
single individual or task force. These single points of authority provide the broad perspective and
ability to coordinate funding across stove-piped federal programs to maximize job creation and
economic growth. These are also generally the offices that will be in charge of fulfilling the
ARRA'’s extensive public reporting provisions.

Good news about ARRA
Although the Act is only a couple of months old, there is positive news.
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The Administration, individual agencies and OMB have provided a substantial amount of
guidance and funds are beginning to flow.

Every governor has appointed key staff to serve as their leads and many have appointed task
forces with private sector and community leaders.

OMB, GAOQ and individual agencies have been accessible and cooperative in working with
state organizations to solve problems as they become known.

Perhaps most important, the recovery package was well timed. The history on fiscal policy
changes to stimulate economic growth has been very poor. Specifically, past stimulus
packages have generally come too late and the impact is often after the economy has already
turned up. Given the length of this downturn, however, this package will likely moderate the
downturn in two important ways. First, the flexible or countercyclical funds have already
allowed many states to postpone planned budget cuts or tax increases. This has had the
positive impact of limiting the magnitude of the downturn. Second, the economy is still
deteriorating although more slowly, and funds from the stimulus are now being spent. Thus,
this recovery package should be helpful over the next year in both limiting the downturn and
perhaps helping the economy to turn the corner. Unlike most previous fiscal policy changes,
the ARRA was not too late.

Ongoing Challenges
While there is some very positive news, it is also true that governors and states face a number of

challenges.

Spend funds quickly and create jobs versus accountability and transparency

A major challenge for states is to spend the money quickly to maximize job creation while
maintaining program stability and efficiency and filling a budget gap that will last at least
three years. The three year projection is based on the assumption that it will take two years
for GDP to return to the 2008 level and a third year, based on historical observations that the
year after a recession is generally the most difficult fiscal period for states. Given that all of
the economie stimulus funds are temporary, it will be extremely difficult for states to spend
funds quickly, fill a three-year budget gap and maintain program stability and efficiency.

Unprecedented reporting and transparency

States will be accountable not only to the various agencies and OMB, but also the new
Recovery Act Transparency and Accountability Board, GAO and the public. OMB only
recently published recipient reporting requirements states must follow for their October 10%
reports. 1t will be difficult for states to fully and accurately report all recipient data a mere 10
days after the close of the fiscal quarter as required by the statute. Additional time to
reconcile and correct state reports also will be necessary to ensure accurate and quality
information, especially for the initial reporting period.

Lack of funds for accountability and prevention of waste, fraud and abuse
While ARRA provided ample funding for federal oversight activities, little was provided for
states. The transparency and accountability at the heart of the ARRA is quite different from
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that of existing programs. Consequently, it will require tracking systems and capabilities that
may differ from those currently employed by states. Existing state information systems will
need to be upgraded or replaced to meet ARRA standards. OMB guidance providing access
to up to .5 percent of ARRA funds for administrative purposes was welcomed, but the
complexity of the system, the increased responsibilities being placed on state oversight and
auditing resources and diminished state revenues mean that additional help is needed.

Uncoordinated requests for information

Multiple requests for information from the Administration and Congress are an issue because
to date they have not been well coordinated. In some instances states are being asked for the
same information from the national and regional branches of the same organization.
Responding to these requests take time and occupy scarce state resources. NGA
recommends that to the extent possible, future federal and congressional oversight activities
rely primarily upon the massive volume of information the federal government will receive
quarterly from states rather than requesting new or different information about the same
projects.

Accurately counting jobs retained and created

A primary focus of ARRA is to save and create jobs. Although OMB established a single set
of guidelines to calculate the number of jobs created and saved, the jobs data will likely be of
limited value for making comparisons across projects, states or regions.

Launch new programs and run old programs with new requirements

States face significant challenges in those program areas where there was not an existing
program before ARRA or where the budget increases were dramatic. The Weatherization
Program is an example where states must scale up capacity to manage and distribute a
massive influx of funds over the next 24 months. In addition, the application of “Buy
American” and Davis-Bacon requirements to programs not traditionally subject to such
provisions is proving problematic because without clear guidance and rules states are
reluctant to sign contracts and expend funds that may result in future penalties.

Develop long-term plans to maximize ARRA dellars

States need time to plan and execute in the five areas (Health IT, broadband, high speed rail,
R&D and alternative energy and smart grid) for long-run growth. The focus of these
programs is different from short-run stimulus programs and thus effective and efficient
planning, as opposed to accelerating spending, should be the priority.

Maintain and rebuild state capacity

Most states have cut budgets over the last two years and therefore have less capacity to
execute significant increases in spending or take advantage of new programs requiring state
matching funds. These cuts are likely to increase and continue throughout fiscal years 2010
and 2011. States will rebuild capacity to take advantage of ARRA opportunities, but it will
take time.
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¢ Obtain access ARRA data to manage recovery

From the public’s perspective, governors are responsible for all funds that go to a state
regardless of whether they flow through a state or go directly to a quasi-independent agency,
(e.g., a port authority), or a local government. In order for governors to effectively manage
ARRA implementation for their states, governors must be notified in a timely manner of all
investments made in their individual states. Governors must also have access to recovery
information gathered at the federal level to ensure accurate, consistent and quality reporting
of expenditure and job creation data from their states.

The National Governors Association appreciates the opportunity to provide its perspective on the
implementation of ARRA by the states. We cannot stress vigorously enough that states are very
early in the implementation process and therefore these comments must be viewed as
preliminary. The nation’s governors welcome the opportunity to work with you as you review
ARRA implementation and the actions of states to put people back to work, make our nation
more competitive and speed economic recovery.

10
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Testimony for the Record
Presented by the National Association of State Auditors, Comptrollers and Treasurers

To the
Committee on Oversight and Government Reform
United States House of Representatives

Hearing on
“Tracking the Money: Preventing Waste, Fraud, and Abuse of Recovery Act Funding”

July 8, 2009

Chairman Towns, Ranking Member Issa and Members of the Committee: Thank you for the opportunity
to provide our views on issues surrounding the implementation of the American Recovery and
Reinvestment Act of 2009 (ARRA),

The National Association of State Auditors, Comptroliers and Treasurers (NASACT) is a national
organization whose members are comprised of the top finance officers in each state. Our members have
the titles of state auditor, state comptroller, and state treasurer. Both elected and appointed, these
officials assure that taxpayer dollars are invested, expended and accounted for and that the flow of
money into states is monitored, not only for waste, fraud and abuse, but for efficiency and effectiveness.

White accountability and transparency seem to be the buzzwords of the day, these are not new concepts
for state auditors, comptrollers and treasurers. Each of these officials plays a vital role in assuring
transparent expenditures and accountable processes. The effective and efficient expenditure of funds,
including those provided by the Recovery Act, is the number one priority for our members.

We share fully your commitment to minimizing opportunities for waste, fraud and abuse as the Recovery
Act is implemented. However, we have a number of concerns regarding our ability to realistically meet the
challenges that lay before us.

Topping this list is the lack of funding for state and local accountability professionals and our capacity to
carry out the objectives of the Recovery Act. There seems fo be significant emphasis on accountability of
Recovery Act funds at the federal level, as is shown through the significant dollars given to the federal
inspectors general community and the Recovery Accountabifity and Transparency Board in the act.
However, there is no similar provision for direct funding at the state and local levels. Foremost on our
minds is how to address the efforts needed to face the inherent risks of fraud and abuse when significant
amounts of money are distributed quickly — particularly without the necessary resources to do so.

We sincerely appreciate the Chairman’s previous concerns over the funding issues and applaud the
introduction of a proposal (H.R. 2182) to set aside up to 0.5 percent to conduct oversight and planning
activities. Unfortunately, since there are no requirements as to how the 0.5 percent may be spent by
states, this proposal is unlikely to assist many of our members as they will be competing with higher
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priorities for recovery dollars within the states. Money for audit or to upgrade dated accounting systems
is not generally a priority when children lack needed school books. Given the option, most states will
choose to carry out program objectives even where additional funding for administrative purposes is
allowable. Thus, state accountability professionals are left without meaningful relief.

In March, Hilinois Auditor General William G. Holland came before this committee to discuss several
challenges facing the state audit community. These challenges remain today, although we now have a
clearer picture of what will be required of state auditors and comptrollers in providing accountability over
Recovery Act funds. 1t is very clear that our members will face additional responsibilities to accommodate
the major emphasis placed on assuring unprecedented levels of accountability and transparency by both
Congress and the Administration. Determining exactly how much work will be necessary to carry out the
intentions of the Recovery Act however, remains an unknown, since information such as the final
requirements for work conducted in accordance with the Single Audit is not yet available. This year, more
than at any other time, timely guidance is sorely needed.

That being said, we should note that several of our members have been quite proactive in conducting
audits, oversight, and review work on the front end to ensure that the appropriate internal controls are in
place to minimize risk. We fear, however, that this work may cease if additional requirements are
imposed without additional funding or Single Audit relief.

In terms of using the Single Audit for Recovery Act oversight, we understand that there is a desire to treat
all, or substantially all, programs receiving ARRA funds as major programs. This anticipated directive
would be particularly problematic as designating every federal program with ARRA expenditures as
major, no matter how immaterial, would require a significant increase in staffing at a time when audit
shops have had significant cuts in staff. In fact, we recently conducted a poll of our auditor and
comptroller members to determine how the economic downturn has affected staffing in those offices. The
findings are alarming and highlight the crisis we face in meeting the challenge of minimizing risk and
conducting appropriate oversight of Recovery Act funds. Some state audit offices are reporting as much
as a 26 percent reduction in staff just last year, and others have noted significant furloughs, hiring freezes
and other cost savings measures that are having detrimental effects on their work. State comptroller
offices are experiencing similar human capital and resource shortfalls. We remain very concerned that
while the workload for our members continues to increase, staffing and resources will continue to decline.

Additionally, we believe that treating every program as major simply does not make sense since the vast
majority of findings are repeat findings and the deficiencies are already known at the federal level. Since
a large majority of ARRA funds will flow through existing programs, we do not feel that conducting
additional work to reveal the same risk factors is the best use of our resources. There really is nothing
distinctive about ARRA funds that shouid warrant special treatment and usurp the auditor's professional
judgment within the existing guidelines and rules. We suggest that ARRA funds be considered with all
other federal funds subject to the same existing processes that are used to determine major programs.

We also understand that there is a movement afoot to reduce the Single Audit submission deadiine from
nine to six months. A six-month deadline would be very difficult, if not impossible, to meet since most
states’ comprehensive annual financial reports (CAFRs) are not completed until December, approximately
six-months after the end of the fiscal year. Changing the Singie Audit deadiine is not just an audit issue
but rather an issue that must take into consideration a number of factors. Gathering the required financial
statement information from component units remains the key obstacle for states to releasing financial
statements in a timelier manner. Systems are also a problem in several states. States are not likely to
compromise on receiving an unqualified audit opinion just to release their CAFRs eartier. A disclaimer
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audit opinion would likely reduce a state’s bond rating, a very undesirable result. Additionally, some states
experience difficulties in preparing accurate and timely schedules of expenditures of federal awards,
further delaying the auditor's ability to do timely Single Audit work.

Lastly, we understand that a proposal is being discussed that would require a certification on internal
controls. From a practical point of view, it would be impossible to mandate specific internal controls in
many cases. States and their myriad of agencies and systems are much too diverse for this. Entities will
not be able to certify that controls are in place and operating without incurring significant costs to test the
controls separately from their external audit. 1t also appears that the external auditor will be required to
render an opinion on the effectiveness of internal control. In essence, it appears that the internal control
aspects of Sarbanes-Oxley would be made applicable to Recovery Act funds. We should consider how
much such measures cost the private sector and evaluate whether the value being added over current
practice is really worth the additional work. We submit that current internal control reporting is aimost as
valuable as an opinion on internal control at a fraction of the cost.

So the real question is “How do we take on the additional work required to assure accountability and
transparency over Recovery Act funds when staffing is at record lows?” Designated funding would
provide some relief but will not fully solve the capacity issue. Finding experienced individuais to conduct
this important work is elusive and concerning.

We believe that the money intended to help stabilize our country’s economy should be expended in the
most efficient and effective manner, and we intend to do our part. We hope, however, that we can work
with Congress and others to establish proper channels to promote accountability and transparency over
Recovery Act funds without placing an unrealistic workload on our already strained member offices.

We look forward to additional hearings on this important issue and would be happy to answer any
questions or provide additional details. Mr. Chairman, Ranking Member issa and members of the
Committee, thank you for the opportunity to express our views.
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Chairman TowNs. We will now turn to our panel of witnesses.
It is committee policy that all witnesses be sworn in, so if you will
raise your right hands and repeat after me.

[Witnesses sworn.]

Chairman TOwWNS. Let the record reflect that the witnesses have
answered in the affirmative.

You may be seated.

Our witnesses today: Mr. Gene Dodaro is the Acting Comptroller
General of the United States and leads the Government Account-
ability Office. Under the Recovery Act, GAO was charged with
tracking stimulus dollars to promote efficiency and track waste and
fraud. And today, GAO is issuing its second bimonthly report.

Welcome, Mr. Dodaro.

Mr. Rob Nabors is the Deputy Director of the Office of Manage-
ment and Budget. Previously, Mr. Nabors served the House as
clerk and staff director of the Appropriations Committee. OMB is
also monitoring stimulus spending and is responsible for imple-
menting the transparency requirement of the Recovery Act, includ-
ing providing guidance to States.

At this time, I ask that each witness deliver their testimony
within 5 minutes. And I'm sure you've been here before, but I just
want to sort of re-emphasize, because every now and then we have
to re-emphasize this. Starts out with a green light, then it goes to
a yellow light, and then 1 minute later there’s a red light. Now, red
light everywhere means stop.

So with that in mind, Mr. Dodaro, why don’t you start.

STATEMENTS OF GENE L. DODARO, ACTING COMPTROLLER
GENERAL, GOVERNMENT ACCOUNTABILITY OFFICE; AND
ROBERT L. NABORS II, DEPUTY DIRECTOR, OFFICE OF MAN-
AGEMENT AND BUDGET

STATEMENT OF GENE L. DODARO

Mr. DopARO. Thank you very much, Mr. Chairman, Ranking
Member Issa, members of the committee. I'm very pleased to be
here today to discuss GAQO’s second bimonthly review of the use of
Recovery Act funds by selected States and localities.

In order to carry out our statutory responsibilities, we've selected
16 States and the District of Columbia to review over the next 2
to 3 years to do a longitudinal study of the use of the money by
those localities, how they’re safeguarding the money, and reporting
on the impact. Now, these 17 jurisdictions will receive approxi-
mately two-thirds of the Recovery Act funds that will be flowing to
these States and localities.

Now, one of the reasons we’re doing a longitudinal study, as you
can see from this chart here, while about $49 billion was estimated
by CBO to flow to the States and localities in 2009, the peak period
for Recovery Act funds to be outlaid will be 2010. And 2011 will
continue the funds distributed to the State and localities in outlay.
So the money will be distributed. Approximately $280 billion will
be going to the State and localities. So far, of the $49 billion that
was estimated to go to the States nationally, about $29 billion has
been distributed there as well.
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Now, the character of the spending is shown for this fiscal year,
2009, in this following chart. The predominant amount of money
that will be outlaid to the States and localities is in the Medicaid
program, where the Federal Government’s matching share has
been increased. Every State received an increase of 6.2 percent and
then additional increases based upon unemployment rates in those
States and localities. Among the 17 jurisdictions, ours range from
an increased Federal share of 6.2 percent in Iowa up to 12.24 per-
cent in Florida.

So far, the 17 jurisdictions that we looked at had drawn down
$15 billion in the Medicaid spending area, about 86 percent of the
approximately $17.5 billion that had been allocated to them
through the third quarter of this fiscal year. Theyre using the
money to maintain Medicaid benefit levels and provide services.
Most of the States that we visited also had increased caseloads in
the Medicaid area, and this has enabled them to be able to do that.
The increased Federal share also freed up State moneys potentially
that could be used in other areas and to help them with their fiscal
stresses.

The second area is the State Stabilization Fund. About 82 per-
cent of that money is to be used for education purposes and distrib-
uted to local education agencies or institutions of higher learning;
18 percent can be used to stabilize public services, particularly pub-
lic safety, and could be—they have more discretion on using the
money.

The 17 jurisdictions we visited had been allocated by the Depart-
ment of Education almost $17 billion. So far, they’'ve drawn down
$4.3 billion or about 25 percent of the money that’s been allocated.

And the highway area is the next largest area. The 17 jurisdic-
tions we had received had been allocated about $15.5 billion.
They’ve obligated about $9.2 billion or slightly over that. So about
59 percent of the money’s been obligated.

Now, obligated here means that the Federal Department of
Transportation and the State have agreed on the nature of the
projects. The projects in the localities we visited, there were about
2,600 projects that had been approved already, most of them for
paving roads or widening roads since that could be allocated more
quickly, in the State’s opinion.

So far, the way that program works is that States are reim-
bursed as they’re making payments. So, of those 17 localities, so far
they’ve been reimbursed $96 million. So that money is beginning
to go through the system, but a lot more is obligated than has been
outlaid at this point in time.

And, as you mentioned, Mr. Chairman, we believe that the Sec-
retary of Transportation, in consultation with the Secretary of
Commerce, needs to clarify the “economically distressed area” issue
now before a lot of the money is spent, the remainder of the money.

Now, the Recovery Act funds have clearly helped States deal
with fiscal stresses, but they've also increased the accountability
requirements for the States. And we’re concerned that, under fiscal
stress, the States have been cutting back on some of their manage-
ment and audit function areas, thereby reducing some of the safe-
guards.
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So, Mr. Chairman, Ranking Member Issa, and the committee, we
support passage of H.R. 2182. We think it’s very much needed and
in line with the recommendations in our report, which is to really
increase the utility of the Single Audit area. And I can talk more
about that in the Q&A session.

Also, while OMB has taken important steps to clarify the guid-
ance, additional clarification is needed and better communication
with the States is needed as well. And I'd be happy to elaborate
on all these areas in the Q&A session.

Thank you very much. And we look forward to continuing to sup-
port the Congress in their important oversight over the Recovery
Act spending.

[The prepared statement of Mr. Dodaro follows:]
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This testimony is based on a GAD
report being released today—the
second in response {0 a mandate
under the American Recovery and
Reinvestment Act of 2008
(Recovery Act). The report
addresses: (1) selected states’ and
localities’ uses of Recovery Act
funds, (2) the approaches taken by
the selected states and localities to
ensure accountability for Recovery
Act funds, and (3) states’ plans to
evaluate the impact of Recovery
Act funds. GAO's work for the
report is focused on 16 states and
certain localities in those
Jurisdictions as well as the District
of Columbia—representing about
65 percent of the U.S. population
and two-thirds of the
intergovernmental federal
assistance available. GAO collected
documents and interviewed state
and local officials. GAO analyzed
federal agency guidance and spoke
with Office of Managemendt and
Budget (OMB) officials and with
program officials at the Centers for
Medicare and Medicaid Services,
and the Departments of Education,
Energy, Housing and Urban
Development, Justice, Labor, and
Transportation.

What GAQ Recommends

GAO makes recommendations and
a matter for congressional
consideration discussed on the
next page. The report draft was
diseussed with federal and state
officials who generally agreed with
its contents, OMB officials
generally agreed with GAQ's
recommendations to OME; DOT
agreed to consider GAO's
recommendation.

View GAQ-09-831T, GAO-0$-823 or key

components. For state summaries, see GAQ-

09-8308P.For more information, contact J,
Christopher Mihm at (2021 512-6808 or
mihmj&gao.gov.
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RECOVERY ACT

States’ and Localities’ Current and Planned Uses of
Funds While Facing Fiscal Stresses

What GAO Found

Across the United Siates, as of June 18, 2009, Treasury had outlayed about $29
biilion of the estimated $49 billion in Recovery Act funds projected for use in
states and localities in fiscal year 2009, Move than 80 percent of the $29 billion
in federal outlays has been provided through the increased Medicaid Federal
Medical Assistance Percentage (FMAP) and the Btate Fiscal Stabilization
Fund (SFSF) administered by the Departrent of Education,

GAO's work focused on nine federal programs that are estimated to account
for approximately 87 percent of federal Recovery Act outlays in fiscal year
2009 for programs administered by states and localities. The following figure
shows the distribution by program of anticipated federal Recovery Act
spending in fiscal year 2009 for the nine programs discussed in this report.

87"."'0 of estimated federal Recovery Act
cuttays to states and localities in fiscal year
2009 will be in the nine programs reviewad
by GAD.

1%
1%
1%
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Bouroe: SAO analysis of data trom CBO and Fedaral Funds

All 16 states and the District have drawn down increased Medicaid FMAP
grant awards of just over $15 billion for October 3, 2008, through June 29,
2009, which amounted to almost 86 percent of funds available, Medicaid
enrollment increased for most of the selected states and the District, and
several states noted that the increased FMAP funds were critical in their
efforts {o maintain coverage at current levels. States and the District reported
they are planning to use the increased federsl funds to cover their increased
Medicaid caseload and to maintain current benefits and eligibility levels. Due
to the increased federal share of Medicaid funding, most state officials also
said they would use freed-up state funds o help cope with fiscal sizesses.

ighy e Invesh 3
As of June 25, the Departiaent of Transportation (DOT) had obligated about
$9.2 billion for almost 2,600 highway infrastructure and other eligible projects
in the 16 states and the District and had reimbursed about $96.4 million.
Across the nation, almost half of the obligations have been for pavement
tmprovement projects because they did not require extensive
environmental clearances, were quick to design, obligate and bid on, could
employ people quickly, and could be completed within 8 years. Officials from
maost states considered project readiness, including the 3-year cormptetion
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requirement, when making project selections and only
later identified to what extent these projects fulfilled the
economically distressed area requirement. We found
substantial variation in how states identified
economically distressed areas and how they prioritized
project selection for these areas.

iscal Stabilization Fund
As of June 30, 2009, of the 16 states and the District, only
Texas had not submitted an SFSF application.
Pennsylvania recently submitted an application but had
not yet received funding. The remaining 14 states and
the District have been awarded a total of about $17
billion in initial funding from Education—of which about
$4.3 billion has been drawn down. School districts said
they would use SFSF funds to maintain current levels of
education funding, particularly for retaining staff and
current education programs. They also told us that SFSF
funds would help offset state budget cuts.

Overall, states reported using Recovery Act funds to
stabilize state budgets and to cope with fiscal stresses.
The funds helped them maintain staffing for existing
programs and minimize or avoid tax increases as well as
reductions in services.

Accountability

States have implemented various internal control
programs; however, federal Single Audit guidance and
reporting does not fully address Recovery Act risk. The
Single Audit reporting deadline is too late to provide
audit results in time for the audited entity to take action
on deficiencies noted in Recovery Act programs.
Moreover, current guidance does not achieve the level of
accountability needed to effectively respond to Recovery
Act risks. Finally, state auditors need additional
flexibility and funding to undertake the added Single
Audit responsibilities under the Recovery Act.

Impact

Direct recipients of Recovery Act funds, including states
and localities, are expected to report quarterly on a
number of measures, including the use of funds and
estimates of the number of jobs created and retained.
The first of these reports is due in October 2009. OMB—
in consultation with a range of stakeholders—issued
additional implementing guidance for recipient reporting
on June 22, 2009, that clarifies some requirements and
establishes a central reporting framework.

In addition to employment-related reporting, OMB
requires reporting on the use of funds by recipients and
nonfederal subrecipients receiving Recovery Act funds,
The tracking of funds is consistent with the Federal
Funding Accountability and Transparency Act (FFATA).
Like the Recovery Act, FFATA requires a publicly
available Web site—www, USAspending gov—to report
financial information about entities awarded federal

funds. Yet, significant questions have been raised about
the reliability of the data on www.USAspending.gov,
primarily because what is reported by the prime
recipients is dependent on the unknown data quality and
reporting capabilities of subrecipients.

GAO’s Recommendations

Accountability and Transparency

To leverage Single Audits as an effective oversight tool

for Recovery Act programs, the Director of OMB should

» develop requirements for reporting on internal
controls during 2009 before significant Recovery Act
expenditures occur, as well as for ongoing reporting
after the initial report;

+ provide more direct focus on Recovery Act programs
through the Single Audit to help ensure that smaller
programs with high risk have audit coverage in the
area of internal controls and compliance;

+ evaluate options for providing relief related to audit
requirements for low-risk programs to balance new
audit responsibilities associated with the Recovery
Act; and

« develop mechanisms to help fund the additional
Single Audit costs and efforts for auditing Recovery
Act programs.

Matter for Congressional Consideration: Congress
should consider a mechanism to help fund the additional
Single Audit costs and efforts for auditing Recovery Act
programs.

Reporting on Impact

The Director of OMB should work with federal agencies
to provide recipients with examples of the application of
QMB’s guidance on recipient reporting of jobs created
and retained. In addition, the Director of OMB should
work with agencies to clarify what new or existing
program performance measures are needed to assess the
impact of Recovery Act funding.

Communications and Guidance

To strengthen the effort to track funds and their uses,
the Director of OMB should (1) ensure more direct
communication with key state officials, (2) provide a
long range time line on issuing federal guidance, (3)
clarify what constitutes appropriate quality control and
reconciliation by prime recipients, and (4) specify who
should best provide formal certification and approval of
the data reported.

The Secretary of Transportation should develop clear
guidance on identifying and giving priority to
economically distressed areas that are in accordance
with the requirements of the Recovery Act and the
Public Works and Economic Development Act of 1965,
as amended, and more consistent procedures for the
Federal Highway Administration to use in reviewing and
approving states’ criteria.

United States A flity Office
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Mr. Chairman, Ranking Member Issa, and Members of the Committee:

{ am pleased to be here today to discuss our work examining the uses and
planning by selected states and localities for funds made available by the
American Recovery and Reinvestment Act of 2009 (Recovery Act).' As
federal funds provided by the Recovery Act flow into the U.S. economy,
state fiscal conditions continue to be stressed. Actual declines in sales,
personal income, and corporate income tax revenues influenced state
actions to begin to fill an estimated $230 billion in budget gaps for fiscal
years 2009 through 2011.” The national unemployment rate also increased
to 9.5 percent in June 2009, and high unemployment can place greater
stress on state budgets as demand for services, such as Medicaid,
increases. Some economists have pointed to signs of economic
improvement, although associations representing state officials have also
reported that state fiscal conditions historically lag behind any national
economic recovery.

The Recovery Act specifies several roles for GAQ, including conducting
bimonthly reviews of selected states’ and localities’ use of funds made
available under the act.” The report that is being released today, the
second in response to the act’s mandate, addresses the following
objectives: (1) selected states’ and localities’ uses of Recovery Act funds,
(2) the approaches taken by the selected states and localities to ensure
accountability for Recovery Act funds, and (3) states’ plans to evaluate the
impact of the Recovery Act funds they received.' The report provides
overall findings, makes recommendations, and discusses the status of
actions in response to the recommendations we made in our April 2009
report. Individual summaries for the 16 selected states and the District of
Columbia (District) are accessible through GAO’s recovery page at
www.gao.gov/recovery. In addition, all of the summaries have been
compiled into an electronic supplement, GAO-09-830SP.

‘Pub. L, No. 111-5, 123 Stat. 115 (February 17, 2009).

*The estimated budget gaps are reported by associations representing state officials. See
The National Governors Association and the National Association of State Budget Officers,
The Fiscal Survey of States (Washington, D.C., June 2008).

*Recovery Act, div. A, title IX, §901.

"GAQ, Recovery Act: As Initial Fmplementation Unfolds in States and Localities,

Continued Attention lo Accountability Issues Is Essentiol, GAO-09-580 (Washington, D.C.:
Apr. 23, 2000).

Page 1 GAO-09-831T
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As reported in our April 2009 review, to address these objectives, we
selected a core group of 16 states and the District that we will follow over
the next few years.” Our bimonthly reviews examine how Recovery Act
funds are being used and whether they are achieving the stated purposes
of the act. These purposes include

* to preserve and create jobs and promote economic recovery;

» to assist those most impacted by the recession;

+ to provide investments needed to increase economic efficiency by
spurring technological advances in science and health;

» 1o invest in transportation, environmental protection, and other
infrastructure that will provide long-term economic benefits; and

» to stabilize state and local government budgets, in order to minimize
and avoid reductions in essential services and counterproductive state
and local tax increases.

The states selected for our bimonthly reviews contain about 65 percent of
the U.S. population and are estimated to receive collectively about two-
thirds of the intergovernmental federal assistance funds available through
the Recovery Act. We selected these states and the District on the basis of
federal outlay projections, percentage of the U.8. population represented,
unemployment rates and changes, and a mix of states’ poverty levels,
geographic coverage, and representation of both urban and rural areas. In
addition, we visited a nonprobability sample of more than 175 local
entities within the 16 selected states and the District.”

GAO's work for this report focused on nine federal programs primarily
because they have begun disbursing funds to states or have known or
potential risks.” These risks can include existing programs receiving
significant amounts of Recovery Act funds or new programs, We collected

*The states we are following as part of our analysis are Arizona, California, Colorado,
Florida, Georgia, llinois, Towa, M: s, Michi ississippi, New Jersey, New
York, North Carolina, Ohio, Pennsylvania, and Texas.

“This total includes two entities in the District of Columbia that received direct federal
funding that was not passed through the District government,

"For this report, GAQ reviewed states’ and localities’ uses of Recovery Act funds for the (1)
Medicaid Federal Medical Assistance Percentage (FMAP), (2) the State Fiscal Stabilization
Fund (SFSF), (3) the Federal-Aid Highway Surface Transportation Program, (4) Public
Housing Capital Fund, (5) Title §, Part A of the Elementary and Secondary Education Act of
1965 (BSEA); (6) Parts B and C of the Individuals with Disabilities Education Act (IDEA);
{7y Weatherization Assistance Program; (8) Edward Byrne Memorial Justice Assistance
Grant (JAG) Program; and (9) Worlforce Investment Act (WIA) Youth Program.

Page 2 GAO-09-831T
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documents from and conducted semistructured interviews with executive-
level state and local officials and staff from state offices including
governors’ offices, “recovery czars,” state auditors, and controliers. In
addition, our work focused on federal, state, and local agencies
administering the selected programs receiving Recovery Act funds, We
analyzed guidance and interviewed officials from the federal Office of
Managernent and Budget {OMB). We also analyzed other federal agency
guidance on programs selected for this review and spoke with relevant
program officials at the Centers for Medicare and Medicaid Services
(CM8), the U.8. Departraents of Edueation, Energy, Housing and Urban
Development, Justice, Labor, and Transportation. Where attributed to
state officials, we did not review state legal materials for this report, but
relied on state officials and other state sources for description and
interpretation of relevant state constitutions, statutes, legislative
proposals, and other state legal materials. The information obtained from
this review cannot be generalized to all states and localities receiving
Recovery Act funding. A detailed deseription of our scope and
methoedology can be found in appendix 1, of the report being released
today.

We conducted this performance audit from April 21, 2009, to July 2, 2008,
in accordance with generally accepted government auditing standards.
Those standards require that we plan and perform the audit to obtain
sufficient, appropriate evidence to provide a reasonable basis for our
findings and conclusions based on our audit objectives, We believe that
the evidence obtained provides a reasonable basis for our findings and
conelusions based on our audit objectives.

Background

Qur analysis of initial estimates of Recovery Act spending provided by the
Congressional Budget Office (CBO) suggested that about $49 billion would
be outlayed to states and localities by the federal government in fiscal year
2009, which runs through Septeraber 30. However, our analysis of the
latest information available on actual federal outlays reported on
www.recovery.gov® indicates that in the 4 months since enactment, the

*The Web site www.ecovery.gov is mandated by the Recovery Act to foster greater

and & in the use of the act’s funds. The Web site Is required 1o
inchade plans from federal agencles; information on federal awards of forrmula grants and
awards of competitive grants; and & fon on federal allocations for mandatory and

other entitlement programs by state, county, or other appropriate geographical unit, The
‘Web site is maintained by the Recovery Accountability and Transparency Board,

Page 3 GAO-09-831T
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federal Treasury has paid out approximately $29 billion to states and
localities, which is about 60 percent of payments estimated for fiscal year
2009. Although this pattern may not continue for the remaining 3-1/2
months, at present spending is slightly ahead of estimates, More than 90
percent of the $29 billion in federal outlays has been provided through the
increased Federal Medical Assistance Percentage (FMAP) grant awards
and the State Fiscal Stabilization Fund administered by the Department of
Education, Figure ] shows the original estimate of federal outlays to states
and localities under the Recovery Act compared with actual federal
outlays as reported by federal agencies on www.recovery.gov. According
to the Office of Management and Budget (OMB), an estimated $149 billion
in Recovery Act funding will be obligated to states and localities in fiscal
year 2008.

Figure 1: Projected versus Actual Federal Qutlays 1o States and Localities under
the Recovery Act

Dollars {in biltions}
120

100
Actual
federal
8 outiays
as of
June 19,
2008
80 sms
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Source: BAD analysis ot S0, Fedaral Funds Informtation s States. and Pacovsry gov gats.

Our work for our July bimonthly report focused on nine federal programs,
selected privaarily because they have begun disbursing funds to states and
include programs with significant amounts of Recovery Act funds,
programs receiving significant increases in funding, and new programs.
Recovery Act funding of some of these programs is intended for further
disbursement to localities. Together, these nine programs are estimated to

Page 4 GAO-08-831T
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account for approximately 87 percent of federal Recovery Act outlays to
state and localities in fiscal year 2009. Figure 2 shows the distribution by
program of anticipated federal Recovery Act spending in fiscal year 2009
to states and localities.

0
Figure 2: Programs in July Review, Estimated Federal Recovery Act Qutiays to States and Localities in Fiscal Year 2009 as a
Share of Total

87% ..
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Sourae: GAD analysis of data from CBO and Federal Fuads Information for States.
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States and Localities
Are Using Recovery
Act Funds for
Purposes of the Act
and to Help Address
Fiscal Stresses

Increased FMAP Has
Helped States Finance
Their Growing Medicaid
Programs, but Concerns
Remain about Compliance
with Recovery Act
Provisions

The Recovery Act provides eligible states with an increased FMAP for 27
months between October 1, 2008, and December 31, 2010. * On February
25, 2009, CMS made increased FMAP grant awards to states, and states
may retroactively claim refmabursement for expenditures that occurred
prior to the effective date of the Recovery Act.

For the third quarter of fiscal year 2009, the increases in FMAP for the 16
states and the District of Columbia compared with the original fiscal year
2009 Jevels are estimated to range from 6.2 percentage points in Towa to
12.24 percentage points in Florida, with the FMAP increase averaging
almost 10 percentage points. When compared with the first two quarters of
fiscal year 2009, the FMAP in the third guarier of fiscal year 2009 is
estimated to have increased in 12 of the 16 states and the District.

"Recovery Act, div. B, title V, § 5001, Modicuid is a Joint federal-state prograrm that finances
health care for certain ies of Jow-i indivi , & i3t ildren, families,
persons with disabilities, and persons who are elderly, The federal government matches
state sp for icaid services ing to & formula based on each siate’s per
capita income in relation to the national average per capita income. The rate at which
states are reint od for Medicaid service di 18 known as the FMAP, which may
range from 50 percent to no more than 83 percent. Generally, for fiseal year 2000 through
the first quarter of fiscal year 2011, the increased FMAP, which is calenlated on a quarterly
hasis, provides for (1) the maintenance of states’ prior year FMAPs, (2) a general across-
the-board increase of 6.2 porcentage points in states’ FMAPs, and {3) a further increase to
the FMAPs for those states that bave a qualifying increase in unemployment rates, The
increased FMAP available under the Recovery Act is for state expenditures for Medicaid
services. However, the receipt of this increased FMAP may reduce the funds that states
would otherwise have to use for their Medicaid programs, and states have reported using
these available funds for a variety of purposes.

Fage 6 GAO-BD-831T
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From October 2007 to May 2009, overall Medicaid enrollment in the 16
states and the District increased by 7 percent." In addition, each of the
states and the District experienced an enrollment increase during this
period, with the highest number of programs experiencing an increase of 5
percent to 10 percent. However, the percentage increase in enrollment
varied widely ranging from just under 3 percent in California to nearly 20
percent in Colorado.

With regard to the states’ receipt of the increased FMAP, all 16 states and
the District had drawn down increased FMAP grant awards totaling just
over $15.0 billion for the period of October 1, 2008 through June 29, 2009,
which amounted to 86 percent of funds available." In addition, except for
the initial weeks that increased FMAP funds were available, the weekly
rate at which the sample states and the District have drawn down these
funds has remained relatively constant.

States reported that they are using or are planning to use the funds that
have become freed up as a result of increased FMAP for a variety of
purposes. Most commonly, states reported that they are using or planning
to use freed-up funds to cover their increased Medicaid caseload, to
maintain current benefits and eligibility levels, and to help finance their
respective state budgets. Several states noted that given the poor
economic climate in their respective states, these funds were critical in
their efforts to maintain Medicaid coverage at current levels.

Medicaid officials from many states and the District raised concerns about
their ability to meet the Recovery Act requirements and, thus, maintain

"“The percentage increase is based on actual state enroliment data for October 2007 to
April 2009 and projected enroliment data for May 2009, with the exception of New York,
which provided projected enrollrent data for March, April and May 2009. Three states—
Florida, Georgia, and Mississippi—did not provide projected enrollment data for May 2009,
We estimated enrollment for these states for May 2009 to determine the total change in
enroliment for October 2007 to May 2009,

YColorado was the only state in GAO's sample of states that had not drawn down increased

FMAP funds as of GAO's first report in April 2009. However, the state completed its first
draw down of funds on April 30, 2009.

Page 7 GAO-09-831T
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eligibility for the increased FMAP.” While officials from several states
spoke positively about CMS’s guidance related to FMAP requirements, at
least nine states and the District reported they wanted CMS to provide
additional guidance regarding (1) how they report daily compliance with
prompt pay requirements, (2) how they report monthly on increased
FMAP spending, and (3) whether certain programmatic changes would
affect their eligibility for funds. For example, Medicaid officials from
several states fold us they were hesitant to implement minor
programmatic changes, such as changes to prior authorization
requirements, pregnancy verifications, or ongoing rate changes, out of
concern that doing so would jeopardize their eligibility for increased
FMAP. In addition, at least three states raised concerns that glitches
related to new or updated information systems used to generate provider
payments could affect their eligibility for these funds. Specifically,
Massachusetts Medicaid officials said they are implementing a new
provider payment system that will generate payments to some providers
on a monthly versus daily basis and would like guidance from CMS on the
availability of waivers for the prompt payreent requirement. A CMS official
told us that the agency is in the process of finalizing its guidance to states
on reporting compliance with the prompt payment requirement of the
Recovery Act, but did not know when this guidance would be publicly
available. However, the official noted that, in the near term, the agency
intends to issue a new Fact Sheet, which will include questions and
answers on a variety of issues related to the increased FMAP.

Due to the variability of state operations, funding processes, and political
structures, CMS has worked with states on a case-by-case basis to discuss
and resolve issues that arise. Specifically, communications between CMS
and several states indicate efforts to clarify issues related to the
contributions to the state share of Medicaid spending by political
subdivisions or to rainy-day funds.

“por states to qualify for the increased FMAP available under the Recovery Act, they must
meet & number of requirements, including the following; States generally may not apply
eligibility standards, methodologies, or procedures that are more restrictive than those in
effect under their state Medicaid programs on July 1, 2008. States must comply with
prompt payment requirernents. States cannot deposit or credit amounts attributable (either
directly or indirectly) to certain elements of the increased FMAP into any reserve or rainy-
day fund of the state. States with political subdivisions—such as cities and counties—that
contribute to the nonfederal share of Medicaid spending cannot require the subdivisions to
pay a greater percentage of the nonfederal share than would have been required on
September 30, 2008.

Page 8 GAO-09-831T
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States Are Using Highway
Infrastructure Funds
Mainly for Pavement
Improvements and Are
Generally Complying with
Recovery Act
Requirements

The Recovery Act provides funding to the states for restoration, repair,
and construction of highways and other eligible surface transportation
projects. The act requires that 30 percent of these funds be suballocated
for projects in metropolitan and other areas of the state.” In March 2009,
$26.7 billion was apportioned to all 50 states and the District of Columbia
{District) for highway infrastructure and other eligible projects. As of June
25, 2009, $15.9 billion of the funds had been obligated" for over 5,000
projects nationwide, and $9.2 billion had been obligated for nearly 2,600
prajects in the 16 states and the District that are the focus of GAO's
review.

Almost half of Recovery Act highway obligations nationwide have been for
pavement improvements. Specifically, $7.8 billion of the § 15.9 billion
obligated nationwide as of June 25, 2009 is being used for projects such as
reconstructing or rehabilitating deteriorated roads, including $3.6 billion
for road resurfacing projects. Many state officials told us they selected a
large percentage of resurfacing and other pavement improvement projects
because they did not require extensive environmental clearances, were
quick to design, could be quickly obligated and bid, could employ people
quickly, and could be completed within 3 years. In addition, $2.7 billion, or
abowut 17 percent of Recovery Act funds nationally, has been obligated for
pavement-widening projects and around 10 percent has been obligated for
the replacement, improvement or rehabilitation of bridges.

As of June 25, 2009, $233 million had been reimabursed nationwide by the
Federal Highway Administration (FHWA) and $96.4 million had been
reimbursed in the 16 states and the Distriet. States are just beginning to get
projects awarded so that contractors can begin work, and U.S, Department

“Highway funds are apportioned 1o the states through federal-aid highway program
mechanisms, and states must follow the requirements of the existing program, which
include ensuring the project meets all environmental requirements associated with the
National Environmental Policy Act (NEPA), paying a prevailing wage in accordance with
federal Davis-Bacon reguirements, complying with goals to ensure disadvantaged

bust ave not, discrimi d against in the awarding of construction contracts, and
using American-made iron and steel in accordance with Buy America program
requirements. However, the maximum federal fund share of highway infrastructure
investment projects under the Recovery Act is 100 percent, while the federal share under
the existing federal-aid highway prograr is generally 80 percent.

Yhe U.8. Department of Transportation has interpreted the term obligation of funds to
mean the federal government’s contractual commitment to pay for the federal share of the
project. This commitment acecurs at the time the federal government signs a project
agreement.

Page 9 GAO-09-831T
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of Transportation (DOT) officials told us that although funding has been
obligated for more than 5,000 projects, it may be months before states can
request reimbursement. Once contractors mobilize and begin work, states
make payments to these contractors for completed work, and may request
reimbursement from FHWA. FHWA told us that once funds are obligated
for a project, it may take 2 or more months for a state to bid and award the
work to a coniractor and have work begin.

According to state officials, because an increasing number of contractors
are looking for work, bids for Recovery Act contracts have come in under
estimates. State officials told us that bids for the first Recovery Act
contracts were ranging from around 5 percent to 30 percent below the
estimated cost. Several state officials told us they expect this trend to
continue until the economy substantially improves and contractors begin
taking on enough other work.

Funds appropriated for highway infrastructure spending must be used as
required by the Recovery Act. States are required to do the following:

» Ensure that 50 percent of apportioned Recovery Act funds are
obligated within 120 days of apportionment (before June 30, 2009) and
that the remaining apportioned funds are obligated within 1 year. The
50 percent rule applies only to funds apportioned to the state and not
to the 30 percent of funds required by the Recovery Act to be
suballocated, primarily based on population, for metropolitan,
regional, and local use. The Secretary of Transportation is to withdraw
and redistribute to other states any amount that is not obligated within
these time frames."

» Give priority to projects that can be completed within 3 years and to
projects located in economically distressed areas. These areas are
defined by the Public Works and Economic Development Act of 1965,
as amended.”" According to this act, to qualify as an economically
distressed area, an area must meet one or more of three criteria related

“Recovery Act, div. A, title XTI, 123 Stat. 115, 206.
“1a.

Page 10 GAO-09-831T
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to income and unemployment based on the most recent federal or
state data.”

+  Certify that the state will maintain the level of spending for the types of
transportation projects funded by the Recovery Act that it planned to
spend the day the Recovery Act was enacted. As part of this
certification, the governor of each state is required to identify the
amount of funds the state plans to expend from state sources from
February 17, 2009, through September 30, 2010."

All states have met the first Recovery Act requirement that 50 percent of
their apportioned funds are obligated within 120 days. Of the $18.7 billion
nationally that is subject to this provision, 69 percent was obligated as of
June 25 2009. The percentage of funds obligated nationwide and in each of
the states included in our review is shown in figure 3.

YAceording to these criteria, to qualify as an economically distressed area, the area must
(1) have a per capita income of 80 percent or less of the national average; (2) have an
unemployment rate that is, for the most recent 24-month period for which data are
available, at ieast 1 percent greater than the national average unemployment rate; or (3) be
an area the Secretary of Commerce determines has experienced or is about to experience a
special need arising from actual or threatened severe unemployment or economic
adjustment problems resulting from severe short-term or long-term changes in economic
conditions (42 U.8.C. § 3161(a)). Eligibility must be supporied using the most recent federal
data available or, in the absence of recent federal data, by the most recent data available
through the government of the state in which the area is localed. Federal data that may be
used include data reported by the Bureau of Economic Analysis, the Bureau of Labor
Statistics, the Census Bureau, the Bureau of Indian Affairs, or any other federal source
determined by the Secretary of Commerce to be appropriate (42 U.S.C. § 3161((¢)).

mRe(:overy Act, div. A, title XI1, § 1201.
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Figure 3: Percentage of Recovery Act Highway Funds Obligated as of June 25, 2009
Percentage
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Source: GAD analysis of Feders! Highway Adminsiration data.

This figure does not include obtxgat:ons that are not sub;ect to lhe 120-day redistribution requirement
(inciuding funds 1o and with apportioned funds that
were transterred from FHWA to the Federal Transit Administration (FTA) for transit projects.
Generally, FHWA has authority pursuant to 23 U.8.C. § 104{k)(1) to transfer funds made availabia for
transit projects to FTA.

The second Recovery Act requirement is to give priority to projects that
can be completed within 3 years and to projects located in economically
distressed areas. Officials from most states reported they expect all or
most projects funded with Recovery Act funds to be completed within 3
years. We found that due to the need to select projects and obligate funds
quickly, many states first selected projects based on other factors and only
later identified to what extent these projects fulfilled the requirement to
give priority to projects in economically distressed areas. According to the
American Association of State Highway and Transportation Officials, in
December 2008, states had already identified more than 5,000 “ready-to-
go” projects as possible selections for federal stimulus funding, 2 months
prior to enactment of the Recovery Act. Officials from several states also
told us they had selected projects prior to the enactment of the Recovery
Act and that they only gave consideration to economically distressed areas
after they received guidance from DOT.
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States also based project selection on other priorities. State officials we
met with said they considered factors based on their own state priorities,
such as geographic distribution and a project's potential for job creation or
other economic benefits. The use of state planning criteria or funding
formulas to distribute federal and state highway funds was one factor that
we found affected states’ implementation of the Recovery Act's
prioritization requirements. According to officials in North Carolina, for
instance, the state used its statutory Equity Allocation Formula to
determine how highway infrastructure investment funds would be
distributed. Similarly, in Texas, state officials said they first selected
highway preservation projects by allocating a specific amount of funding
to each of the state’s 25 districts, where projects were identified that
addressed the most pressing needs. Officials then gave priority for funding
to those projects that were in economically distressed areas.

We also found some instances of states developing their own eligibility
requirements using data or criteria not specified in the Public Works and
Economic Development Act, as amended. According to the act, the
Secretary of Commerce, not individual states, has the authority to
determine the eligibility of an area that does not meet the first two criteria
of the act. In each of these cases, FHWA approved the use of the states’
alternative criteria, but it is not clear on what authority FHWA approved
these criteria. For example:

« Arizona based the identification of economically distressed areas on
home foreclosure rates and disadvantaged business enterprises—data
not specified in the Public Works Act. Arizona officials said they used
alternative criteria because the initial determination of economic
distress based on the act’s criteria excluded three of Arizona’s largest
and most populous counties, which also contain substantial areas that,
according to state officials, are clearly economically distressed and
include all or substantial portions of major Indian reservations and
many towns and cities hit especially hard by the economic downturmn.

» IHinois based its classification on increases in the number of
unemployed persons and the unemployment rate,” whereas the act
bases this determination on how a county’s unemployment rate

PThe state based its classification on (1) whether the 2008 year-end unemployment rate
was at or above the statewide average, (2) whether the change in the unemployment rate
between 2007 and 2008 was at or above the statewide average, or (3) whether the nurber
of unemiployed persons for 2008 had grown by 500 or more.
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compares with the national average unemployment rate. According to
FHWA, Illinois opted to explore other means of measuring recent
economic distress because the initial determination of economic
distress based on the act’s criteria did not appear to accurately reflect
the recent economic downturn in the state. Illinois’s use of alternative
criteria resulted in 21 counties being identified as economically
distressed that would not have been so classified following the act’s
criteria.®

In commenting on a draft of our report, DOT agreed that states must give
priority to projects located in economically distressed areas, but said that
states must balance all the Recovery Act project selection criteria when
selecting projects including giving preference to activities that can be
started and completed expeditiously, using funds in a manner that
maximizes job creation and economic benefit, and other factors. While we
agree with DOT that there is no absolute primacy of economically
distressed area projects in the sense that they must always be started first,
the specific directives in the act that apply to highway infrastructure are
that priority is to be given to projects that can be completed in 3 years, and
are located in economically distressed areas. DOT also stated that the
basic approach used by selected states to apply alternative criteria is
consistent with the Public Works and Economic Development Act and its
implementing regulations on economically distressed areas because it
makes use of flexibilities provided by the Act to more accurately reflect
changing economic conditions. However the result of DOT’s interpretation
would be to allow states to prioritize projects based on criteria that are not
mentioned in the highway infrastructure investment portion of the
Recovery or the Public Works Acts without the involvement of the
Secretary or Departraent of Commerce. We plan to continue to monitor
states’ implementation of the economically distressed area requirements
and interagency coordination at the federal level in future reports.

Finally, the states are required to certify that they will maintain the level of
state effort for programs covered by the Recovery Act. With one
exception, the states have completed these certifications, but they face
challenges. Maintaining a state’s level of effort can be particularly

*Illinois’s criteria resulted in 21 counties being classified as economically distressed areas
that were not so classified by FHWA and 8 counties not being classified as economically
distressed areas that were so classified by FHWA, for a net difference of 13 counties. The
map tool that FHWA developed to help states identify which projects are located in is
based on the criteria in the Public Works Act,
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important in the highway program. We have found that the preponderance
of evidence suggests that increasing federal highway funds influences
states and localities to substitute federal funds for funds they otherwise
would have spent on highways.* As we previously reported, substitution
makes it difficult to target an economic stimulus package so that it results
in a dollar-for-dollar increase in infrastructure investment.”

Most states revised the initial certifications they submitted to DOT. As we
reported in April, many states submitted explanatory certifications—such
as stating that the certification was based on the “best information
available at the time"—or conditional certifications, meaning that the
certification was subject to conditions or assumptions, future legisiative
action, future revenues, or other conditions. On April 22, 2009, the
Secretary of Transportation sent a letter to each of the nation's governors
and provided additional guidance, including that conditional and
explanatory certifications were not permitted, and gave states the option
of amending their certifications by May 22. Each of the 16 states and
District selected for our review resubmitted their certifications. According
to DOT officials, the department has concluded that the form of each
certification is consistent with the additional guidance, with the exception
of Texas. Texas submitted an amended certification on May 27, 2009,
which contained qualifying language explaining that the Governor could
not certify any expenditure of funds until the legislature passed an
appropriation act. According to DOT officials, as of June 25, 2009, the
status of Texas’ revised certification remains unresolved. Texas officials
told us the state plans to submit a revised certification letter, removing the
qualifying language. For the remaining states, while DOT has concluded
that the form of the revised certifications is consistent with the additional

* In 2004, we estimated that during the 1983 through 2000 period, states used roughly half
of the increases in federal highway funds to substitute for funding they would otherwise
have spent from their own resources and that the rate of substitution increased during the
1990s. The federal-aid highway program creates the opportunity for substitution because
states typically spend substantially more than the amount required to meet federal
matching requirements. As a consequence, when federal funding increases, states are able
to reduce their own highway spending and still obtain increased federal funds. The federal
share under the existing federal-aid highway program is generally 80 percent and the
matching requirement for states is usually 20 percent. In 2004, we reported that in 2002,
states and localities contributed 54 percent of the nation’s capital investment in highways,
while the federal government contributed 46 percent (in 2001 dollars). GAO, Federal-Aid
Highways: Trends, Effect on State Spending, and Options for Future Program Design,
GAO-04-802 (Washington, D.C.: Aug. 31, 2004),

2GAO, Physical Infrastructure: Challenges and Investment Options for the Nation's
Infrastructure, GAO-08-763T (Washington, D.C.: May 8, 2008).

Page 15 GAO-09-831T



49

guidance, it is currently evaluating whether the states’ method of
calculating the amounts they planned to expend for the covered programs
is in compliance with DOT guidance.

States face drastic fiscal challenges, and most states are estimating that
their fiscal year 2009 and 2010 revenue collections will be well below
estimates. In the face of these challenges, some states told us that meeting
the maintenance-of-effort requirements over time poses significant
challenges. For example, federal and state transportation officials in
Hinois told us that to meet its maintenance-of-effort requirements in the
face of lower-than-expected fuel tax receipts, the state would have to use
general fund or other revenues to cover any shortfall in the level of effort
stated in its certification. Mississippi transportation officials are
concerned about the possibility of statewide, across-the-board spending
cuts in 2010. According to the Mississippi transportation department’s
budget director, the agency will try to absorb any budget reductions in
2010 by reducing administrative expenses to maintain the state’s level of
effort.
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Most States We Visited
Have Received State Fiscal
Stabilization Funds and
Have Planned to Allocate
Most Education
Stabilization Funds to
LEAs

The Recovery Act created a State Fiscal Stabilization Fund (SFSF) in part
to help state and local governments stabilize their budgets by minimizing
budgetary cuts in education and other essential government services, such
as public safety.” Beginning in March 2009, the Department of Education
issued a series of fact sheets, letters, and other guidance fo states on the
SFSF. Specifically, a March fact sheet, the Secretary's April letter to
Governors, and program guidance issued in April and May mention that
the purposes of the SFSF include helping stabilize state and local budgets,
avoiding reductions in education and other essential services, and
ensuring LEAs and public IHEs have resources to “avert cuts and retain
teachers and professors.” The documents also link educational progress to
economic recovery and growth and identify four principles to guide the
distribution and use of Recovery Act funds: (1) spend funds quickly to
retain and create jobs; (2) improve student achievement through school
improvement and reform; (3) ensure transparency, public reporting, and
accountability; and (4) invest one-time Recovery Act funds thoughtfully to
avoid unsustainable continuing commitments after the funding expires,
known as the “funding cliff.”

*Stabilization funds for education distributed under the Recovery Act must be used to
alleviate shortfalls in state support for education to school districts and public institufions
of higher education (IHEs). The U.S. Department of Education (Education), the federal
agency charged with administration and oversight of the SFSF, distributes the fundsona
formula basis, with 81.8 percent of each state's allocation designated for the education
stabilization fund for local educational agencies (LEA) and public IHEs. The remaining 18.2
percent of each state’s allocation is designated for the government services fund for public
safety and other government services, which may inctude education, Consistent with the
purposes of the Recovery Act—which include, in addition to stabilizing state and local
budgets, promoting economic recovery and preserving and creating jobs—the SFSF can be
used by states to restore cuts to state education spending, In return for SFSF funding, a
state must make several assurances, including that it will maintain state support for
education at least at fiscal year 2006 levels, In order to receive SFSF funds, each state must
also assure it will iriplement strategies to advance education reform in four specific ways
as described by Education: 1) Increase teacher effectiveness and address inequities in the
distribution of highly qualified teachers; 2)Establish a pre-K-through-college data system to
track student progress and foster improvement; 3) Make progress toward rigorous college-
and career-ready standards and high-quality assessments that are valid and reliable for all
students, including students with timited English proficiency and students with disabilities;
and 4) Provide targeted, intensive support and effective interventions to turn around
schools identified for corrective action or restructuring. Schools identified for corrective
action have missed academic targets for 4 consecutive years and schools implementing
restructuring have missed academic targets for 6 consecutive years. Along with these
education reform assurances, additional state assurances must address federal
requirements concerning accountability, transparency, reporting, and compliance with
certain federal laws and regulations.
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After meeting assurances to maintain state support for education at least
at fiscal year 2006 levels, states are required to use the education
stabilization fund to restore state support to the greater of fiscal year 2008
or 2009 levels for elementary and secondary education, public IHEs, and, if
applicable, early childhood education programs. States must distribute
these funds to scheol districts using the primary state education formula
but maintain discretion in how funds are allocated to public IHEs. If, after
restoring state support for education, additional funds remain, the state
must allocate those funds to school districts according to the Elementary
and Secondary Education Act of 1865 (ESEA), Title I, Part A funding
formula. On the other hand, if a state's education stabilization fund
allocation is insufficient to restore state support for education, then a state
must allocate funds in proportion to the relative shortfall in state support
to public school districts and public IHEs. Education stabilization funds
must be allocated to school districts and public IHEs and cannot be
retained at the state level.

Once education stabilization funds are awarded to school districts and
public IHEs, they have considerable fiexibility over how they use those
funds. School districts are allowed to use education stabilization funds for
any allowable purpose under ESEA, the Individuals with Disabilities
Education Act (IDEA), the Adult Education and Family Literacy Act, or the
Carl D. Perkins Career and Technical Education Act of 2006 (Perkins Act),
subject to some prohibitions on using funds for, among other things,
sports facilities and vehicles. In particular, Education’s guidance states
that because allowable uses under the Impact Aid provisions of ESEA are
broad, school districts have discretion to use education stabilization funds
for a broad range of things, such as salaries of teachers, administrators,
and support staff, and purchases of textbooks, computers, and other
equipment. The Recovery Act allows public IHEs to use education
stabilization funds in such a way as to mitigate the need to raise tuition
and fees, as well as for the modernization, renovation, and repair of
facilities, subject to certain limitations. However, the Recovery Act
prohibits public IHEs from using education stabilization funds for such
things as increasing endowments; modernizing, renovating, or repairing
sports facilities; or maintaining equipment. Education’s SFSF guidance
expressly prohibits states from placing restrictions on LEAS’ use of
education stabilization funds, beyond those in the law, but allows states
some discretion in placing limits on how IHEs may use these funds.

The SFSF provides states and school districts with additional flexibility,

subject to certain conditions, to help them address fiscal challenges. For
example, the Secretary of Education is granted authority to permit waivers
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of state maintenance-of-effort (MOE) requirements if a state certified that
state education spending will not decrease as a percentage of total state
revenues. Education issued guidance on the MOE requirement, inclading
the waiver provision, on May 1, 2009. Also, the Secretary may permit a
state or school district to treat education stabilization funds as nonfederal
funds for the purpose of meeting MOE requirements for any program
administered by Education, subject to certain conditions. Education, as of
June 29, 2009, has not provided specific guidance on the process for states
and school districts to apply for the Secretary's approval.

States have broad discretion over how the $8.8 billion in the SFSF
government services fund are used. The Recovery Act provides that these
funds must be used for public safety and other government services and
that these services may include assistance for education, as well as
raodernization, renovation, and repairs of public schools or [HEs.

On April 1, 2009, Education made at least 67 percent of each state’s SFSF
funds® available, subject to the receipt of an application containing state
assurances, information on state levels of support for education and
estimates of restoration amounts, and baseline data demonstrating state
status on each of the four education reform assurances. If a state could not
certify that it would meet the MOE requirement, Education required it to
certify that it will meet requirements for receiving a waiver—that is, that
education spending would not decrease relative to total state revenues. In
determining state level of support for elementary and secondary
education, Education required states to use their primary formula for
distributing funds to school districts but also allowed states some
flexibility in broadening this definition. For THEs, states have some
discretion in how they establish the state level of support, with the
provision that they cannot include support for capital projects, research
and development, or amounts paid in tuition and fees by students. In order
to meet statutory requirements for states to establish their current status
regarding each of the four required programmatic assurances, Education
provided each state with the option of using baseline data Education had
identified or providing another source of baseline data. Some of the data
provided by Education was derived from self-reported data submitted
annually by the states to Education as part of their Consolidated State

#This was phase | funding. A state will receive the remaining allotment of its SFSF
allocation in phase 11 after Education approves the state’s comprehensive plan for making
progress with respect to the four education reform assurances. Education anticipates that
phase II funds will be awarded by September 30, 2009.
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Performance Reports (CSPR), but Education also relied on data from third
parties, including the Data Quality Campaign (DQC), the National Center
for Educational Achievement (NCEA), and Achieve

Education has reviewed applications as they arrive for completeness and
has awarded states their funds once it determined all assurances and
required information had been submitted. Education set the application
deadline for July 1, 2009. On June 24, 2009, Education issued guidance to
states informing them they must amend their applications if there are
changes to the reported levels of state support that were used to
determine maintenance of effort or to calculate restoration amounts.

As of June 30, 2009, of the 16 states and the District of Columbia covered
by our review, only Texas had not submitted an SFSF application.
Pennsylvania recently submitted an application but had not yet received
funding. The remaining 14 states and the District of Columbia had
submitted applications and Education had made available to them a total
of about $17 billion in initial funding. As of June 26, 2009, only 5 of these
states had drawn down SFSF Recovery Act funds. In total, about 25
percent of available funds had been drawn down by these states.

Three of the selected states—Florida, Massachusetts, and New Jersey—
said they would not meet the maintenance-of-effort requirements but
would meet the eligibility requirements for a waiver and that they would
apply for a waiver. Most of the states’ applications show that they plan to
provide the majority of education stabilization funds to LEAs, with the
remainder of funds going to IHEs. Several states and the District of
Columbia estimated in their application that they would have funds
remaining beyond those that would be used to restore education spending
in fiscal years 2009 and 2010. These funds can be used to restore education
spending in fiscal year 2011, with any amount left over to be distributed to
LEAs.

#DQC is a national collaborative effort involving more than 50 organizations working to
encourage and support state policymakers to improve the availability and use of high-
quality education data to improve student achievement. NCEA, a nonprofit organization
owned by ACT Inc.—a corapany that develops and markets assessments—focuses on
raising student achievement based on higher college and career readiness standards.
Achieve, created in 1996 by the nation’s governors and corporate leaders, is an
independent, bipartisan, nonprofit education reform organization focused on raising
academic standards and graduation requirernents, improving assessments, and
strengthening accountability.
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States have flexibility in how they allocate education stabilization funds
among IHEs but, once they establish their state funding formula, not in
how they allocate the funds among LEAs. Florida and Mississippi allocated
funds among their IHEs, including universities and community colleges,
using formulas based on factors such as enrollment levels, Other states
allocated SFSF funds taking into consideration the budget conditions of
the IHEs.

Regarding LEAs, most states planned to allocate funds based on states’
primary funding formulae. Many states are using a state formula based on
student enrollment weighted by characteristics of students and LEAs. For
example, Colorado’s formula accounts for the number of students at risk
while the formula used by the District allocates funds to LEAs using
weights for each student based on the relative cost of educating students
with specific characteristics. For example, an official from Washington,
D.C. Public Schools said a student who is an English language learner may
cost more to educate than a similar student who is fluent in English.

States may use the government services portion of SFSF for education but
have discretion to use the funds for a variety of purposes. Officials from
Florida, lllinois, New Jersey, and New York reported that their states plan
to use some or most of their government services funds for educational
purposes. Other states are applying the funds to public safety. For
example, according to state officials, California is using the government
services fund for it corrections system, and Georgia will use the funds for
salaries of state troopers and staff of forensic laboratories and state
prisons.

Officials in many school districts told us that SFSF funds would help offset
state budget cuts and would be used to maintain current levels of
education funding. However, many school district officials also reported
that using SFSF funds for education reforms was challenging given the
other more pressing fiscal needs,

Although their plans are generally not finalized, officials in many school
districts we visited reported that their districts are preparing to use SFSF
funds to prevent teacher layoffs, hire new teachers, and provide
professional development programs. Most school districts will use the
funding to help retain jobs that would have been cut without SFSF
funding. For example, Miami Dade officials estimate that the stabilization
funds will help them save nearly two thousand teaching positions. State
and school district officials in eight states we visited (California, Colorado,
Florida, Georgia, Massachusetts, Michigan, New York, and North Carolina)
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also reported that SFSF funding will allow their state to retain positions,
including teaching positions that would have been eliminated without the
funding. In the Richmond County School System in Georgia, officials
noted they plan to retain positions that support its schools, such as
teachers, paraprofessionals, nurses, media specialists and guidance
counselors. Local officials in Mississippi reported that budget-related
hiring freezes had hindered their ability to hire new staff, but because of
SFSF funding, they now plan to hire. In addition, local officials in a few
states told us they plan to use the funding to support teachers. For
example, officials in Waterloo Community and Ottumwa Community
School Districts in Iowa as well as officials from Miami-Dade County in
Florida cited professional development as a potential use of funding to
support teachers.

Although school districts are preventing layoffs and continuing to provide
educational services with the SFSF funding, most did not indicate they
would use these funds to pursue educational reform. School district
officials cited a mumber of barriers, which include budget shortfalls, lack
of guidance from states, and insufficient planning time. In addition to
retaining and creating jobs, school districts have considerable flexibility to
use these resources over the next 2 years to advance reforms that could
have long-term impact. However, a few school district officials reported
that addressing reform efforts was not in their capacity when faced with
teacher layoffs and deep budget cuts, In Flint, Michigan, officials reported
that SFSF funds will be used to cope with budget deficits rather than to
advance programs, such as early childhood education or repairing public
school facilities. According to the Superintendent of Flint Community
Schools, the infrastructure in Flint is deteriorating, and no new school
buildings have been built in over 30 years. Flint officials said they would
like to use SFSF funds for renovating buildings and other programs, but
the SFSF funds are needed to maintain current education programs.

Officials in many school districts we visited reported having inadequate
guidance from their state on using SFSF funding, making reform efforts
more difficult to pursue. School district officials in most states we visited
reported they lacked adequate guidance from their state to plan and report
on the use of SFSF funding. Without adequate guidance and time for
planning, school district officials told us that preparing for the funds was
difficult. At the time of our visits, several school districts were unaware of
their funding amounts, which, officials in two school districts said, created
additional challenges in planning for the 2009-2010 school year. One
charter school we visited in North Carolina reported that layoffs will be
required unless their state notifies them soon how much SFSF funding
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THEs Plan to Use SFSF Funds
for Faculty Salaries and Other
Purposes and Expect the Funds
to Save Jobs and Mitigate
Tuition Increases

they will receive. State officials in North Carolina, as well as in several
other states, told us they are waiting for the state legislature to pass the
state budget before finalizing SFSF funding amounts for school districts.

Although many IHEs had not finalized plans for using SFSF funds, the
most common expected use for the funds at the IHEs we visited was to
pay salaries of IHE faculty and staff.* Officials at most of the IHEs we
visited told us that, due to budget cuts, their institutions would have faced
difficult reductions in faculty and staff if they were not receiving SFSF
funds, Other IHEs expected to use SFSF funds in the future to pay salaries
of certain employees during the year.

Several IHEs we visited are considering other uses for SFSF funds.
Officials at the Borough of Manhattan Community College in New York
City want {o use some of their SFSF funds to buy energy saving light bulbs
and to make improvernents in the college’s very limited space such as, by
creating tutoring areas and study lounges. Northwest Mississippi
Community College wants to use some of the funds to increase e-learning
capacity to serve the institution's rapidly increasing number of students.
Several other I[HEs plan to use some of the SFSF funds for student
financial aid.

Because many IHEs expect to use SFSF funds to pay salaries of current
employees that they likely would not have been able to pay without the
SFSK funds, IHEs officials said that SFSF funds will save jobs, Officials at
several IHEs noted that this will have a positive impact on the educational
environment such as, by preventing increases in class size and enabling
the institutions to offer the classes that students need to graduate. In
addition to preserving existing jobs, some IHEs anticipate creating jobs
with SFSF funds. Besides saving and creating jobs at IHEs, officials noted
that SFSF monies will have an indirect impact on jobs in the community.
IHE officials also noted that SFSF funds will indirectly improve
employment because some faculty being paid with the funds will help
unemployed workers develop new skills, including skills in fields, such as
health care, that have a high demand for trained workers. State and IHE
officials also believe that SFSF funds are reducing the size of tuition and
fee increases.

*During our review, we met with [HEs and state officials responsible for IHE oversight in 8
states-~California, Florida, Georgia, Hinois, Mississippi, New York, North Carolina, and
Ohio.
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Other Selected Programs

Our report provides additional details on the use of Recovery Act funds for
these three programs in the 16 selected states and the District. In addition
to Medicaid FMAP, Highway Infrastructure Investment, and SFSF, we also
reviewed six other programs receiving Recovery Act funds. These
programs are:

+ Title I, Part A of the Elementary and Secondary Education Act of 1965
(ESEA)

« Parts B and C of the Individuals with Disabilities Education Act (IDEA)

«  Workforce Investment Act (WIA) Youth Program

« Public Housing Capital Fund

» Edward Byrne Memorial Justice Assistance Grant (JAG) Program

» Weatherization Assistance Program

Additional detail regarding the states’ and localities’ use of funds for these
programs is available in the full report also being released today,
GAQ-09-829. Individual state summaries for the 16 selected states and the
District are accessible through GAO's recovery page at
www.gao.gov/recovery and in an electronic supplement, GAO-08-8308P.

Recovery Act Funding
Helped States Address
Budget Challenges

State revenue continued to decline and states used Recovery Act funding
to reduce some of their planned budget cuts and tax increases to close
current and anticipated budget shortfalls for fiscal years 2009 and 2010.%
Of the 16 states and the District, 15 estimate fiscal year 2009 general fund
revenue collections will be less than in the previous fiscal year.” For two
of the selected states —Jowa and North Carolina—revenues were lower
than projected but nof less than the previous fiscal year. As shown in
figure 4, data from the Bureau of Economic Analysis (BEA) also indicate
that the rate of state and local revenue growth has generally declined since

“According to the National Association of State Budget Officers (NASBO), most states
have balanced-budget requirements for general funds, which may include requirerments
such as (1) requiring governors to submit a balanced budget, (2) mandating that their
legislatures pass a balanced budget, (3) directing governors to sign a balanced budget, or
{4) requiring governors to execute a balanced budget. According 1o NASBO, all of the
states we visited have balanced-budget requirements. (In its report, NASBO did not provide
information on the District of Columbia’s balanced budget requirements.) See NASBO,
Budget Processes in the States (Washington, D.C.: Summer 2008).

“Michigan—along with the District of Columbia—has a fiscal year that begins October 1.

New York’s fiscal year begins April 1, and the fiscal year for Texas begins on September 1.
All other states we visited have fiscal years beginning July 1.
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the second quarter of 2005, and the rate of growth has been negative in the
fourth quarter of 2008 and the first quarter of 2009.”

ettt
Figure 4: Year-Over-Year Change in State and Local Government Current Tax Receipts
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Source: BAC analysis of BEA data.

Officials in most of the selected states and the District expect these
revenue trends to contribute to budget gaps (estimated revenues less than
estimated disbursements) anticipated for future fiscal years. All of the 16
states and the District forecasted budget gaps in state fiscal year 2009-2010
before budget actions were taken.

Consistent with one of the purposes of the act, states’ use of Recovery Act
funds to stabilize their budgets helped them minimize and avoid
reductions in services as well as tax increases. States took a number of

*Recent reports provide additional details regarding revenue declines beyond our selected
states. For example, see The National Governors Association and the National Association
of State Budget Officers (NASBO), The Fiscal Survey of States (Washington, D.C., June
2009); National Conference of State Legislatures, Budget Updaie: April 2009 {Washington,
D.C., April 2008); Lucy Dadayan and Donald I. Boyd, The Nelson A. Rockefeller Institute of
Government, April is the Cricelest Month: Personal Income Tax Revenues Poriend
Degpening Trouble for Many States (Albany, N.Y., June 18, 2009).
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actions to balance their budgets in fiscal year 2009-2010, including staff
layoffs, furloughs, and program cuts. The use of Recovery Act funds
affected the size and scope of some states’ budgeting decisions, and many
of the selected states reported they would have had to make further cuts
to services and prograras without the receipt of Recovery Act funds. For
example, California, Colorado, Georgia, llinois, Massachusetts, Michigan,
New York, and Pennsylvania budget officials all stated that current or
future budget cuts would have been deeper without the receipt of
Recovery Act funds.

Recovery Act funds helped cushion the impact of states’ planned budget
actions but officials also cautioned that cuxrent revenue estimates indicate
that additional state actions will be needed to balance future-year budgets.
Future actions to stabilize state budgets will require continued awareness
of the maintenance-of-effort (MOE) requirements for some federal
programs funded by the Recovery Act. For example, Massachusetts
officials expressed concerns regarding MOE requirements attached to
federal programs, including those funded through the Recovery Act, as
future across-the-board spending reductions could pose challenges for
maintaining spending levels in these progrars. State officials said that
MOE requirements that require maintaining spending levels based upon
prior-year fixed dollar amounts will pose more of a challenge than
upholding spending levels based upon a percentage of program spending
relative to total state budget expenditures. In addition, some states also
reported accelerating their use of Recovery Act funds to stabilize
deteriorating budgets.

Many states, such as Colorado, Florida, Georgia, Jowa, New Jersey, and
North Carolina, also reported tapping into their reserve or rainy-day funds
in order to balance their budgets. In most cases, the receipt of Recovery
Act funds did not prevent the selected states from tapping into their
reserve funds, but a few states reported that without the receipt of
Recovery Act funds, withdrawals from reserve funds would have been
greater.” Officials from Georgia stated that although they have already
used reserve funds to balance their fiscal year 2009 and 2010 budgets, they
may use additional reserve funds if, at the end of fiscal year 2009, revenues
are lower than the most recent projections. In contrast, New York officials
stated they were able to avoid tapping into the state's reserve funds due to

*According to NASBO, the selected states have varying legal requivements regarding
contributions to and withdrawals from various types of reserve funds.
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Approaches to Developing Exit
Strategies for End of Recovery
Act Funding Influenced by
Nature of State Budget
Processes

the funds made available as a result of the increased Medicaid FMAP funds
provided by the Recovery Act.

States’ approaches to developing exit strategies for the use of Recovery
Act funds reflect the balanced-budget requirements in place for all of our
selected states and the District. Budget officials referred to the temporary
nature of the funds and fiscal challenges expected to extend beyond the
timing of funds provided by the Recovery Act. Officials discussed a desire
to avoid what they referred to as the “cliff effect” associated with the dates
when Recovery Act funding ends for various federal programs.

Budget officials in some of the selected states are preparing for the end of
Recovery Act funding by using funds for nonrecurring expenditures and
hiring limited-term positions to avoid creating long-term liabilities. A few
states reported that although they are developing preliminary plans for the
phasing out of Recovery Act funds, further planning has been delayed until
revenue and expenditure projections are finalized.

States Have
Implemented Various
Internal Control
Programs: However,
Single Audit Guidance
and Reporting Does
Not Adequately
Address Recovery Act
Risk

Given that Recovery Act funds are to be distributed quickly, effective
internal controls over use of funds are critical to help ensure effective and
efficient use of resources, compliance with laws and regulations, and in
achieving accountability over Recovery Act prograras, Internal controls
include management and program policies, procedures, and guidance that
help ensure effective and efficient use of resources; compliance with laws
and regulations; prevention and detection of fraud, waste, and abuse; and
the reliability of financial reporting. Management is responsible for the
design and implementation of internal controls and the states in our
sample have a range of approaches for implementing their internal
controls.

Some states have internal control requirements in their state statutes and
others have undertaken internal control programs as management
initiatives. In our sample, 7 states - California, Colorado, Florida, Michigan,
Mississippi, New York, and North Carolina —have statutory requirements
for internal control programs and activities, An additional 9 states —
Arizona, Georgia, lllinois, lowa, Massachusetts, New Jersey, Ohio,
Pennsylvania, and Texas - have undertaken various internal control
programs. In addition, the District of Columbia has taken limited actions
related to its internal control program. An effective internal control
program helps manage change in response to shifting envireonments and
evolving demands and priorities, such as changes related to implementing
the Recovery Act.
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Risk assessment and monitoring are key elements of internal controls, and
the states in our sample and the District have undertaken a variety of
actions in these areas.

» Risk assessment involves performing comprehensive reviews and
analyses of program operations to determine if internal and external
risks exist and to evaluate the nature and extent of risks which have
been identified. Approaches to risk analysis can vary across
organizations because of differences in missions and the
methodologies used to qualitatively and quantitatively assign risk
levels.

s Monitoring activities include the systemic process of reviewing the
effectiveness of the operation of the internal control system. These
activities are conducted by management, oversight entities, and
internal and external auditors. Monitoring enables stakeholders to
determine whether the internal control system continues to operate
effectively over time. Monitoring also provides information and
feedback fo the risk assessment process.

Challenges Exist in
Tracking Recovery Act
Funds

States and localities are responsible for tracking and reporting on
Recovery Act funds.” OMB has issued guidance to the states and localities
that provides for separate identification—"tagging"—of Recovery Act
funds so that specific reparts can be created and transactions can be
specifically identified as Recovery Act funds.” The flow of federal funds to
the states varies by program, the grantor agencies have varied grants
management processes and grants vary substantially in their types,
purposes, and administrative requirements.”

Several states and the District of Columbia have created unique codes for
their financial systems in order to tag the Recovery Act funds. Most state
and local program officials told us that they will apply existing controls

*Recovery Act, div. A, title XV, § 1512,

HOMB memoranda, M-00-10, Initial Implementing Guidance for the American Recovery
and Reinvestment Act of 2009, February 18, 2009, and M-09-165, Updated Implementing
Guidance for the American Recovery and Reinvestment Act of 2009, April 3, 2009,

PGAO, Grants Management: Additional Actions Needed to Streamline and Simplify
Process, GAO-05-336 (Washington, D.C.; April 2005).
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and oversight processes that they currently apply to other program funds
to oversee Recovery Act funds.

In addition to being an important accountability mechanism, audit results
can provide valuable information for use in management’s risk assessment
and monitoring processes. The single audit report, prepared to meet the
requirements of the Single Audit Act,” as amended (Single Audit Act), is a
source of information on internal control and compliance findings and the
underlying causes and risks. The report is prepared in accordance with
OMDB’s implementing guidance in OMB Circular No. A-133, Audits of
States, Local Governments, and Non-Profil Organizations,” which
provides guidance to auditors on selecting federal programs for audit and
the related internal control and compliance audit procedures to be
performed.

In our April 23, 2009 report, we reported that the guidance and criteria in
OMB Circular No. A-133 do not adequately address the substantial added
risks posed by the new Recovery Act funding. Such risks may result from
(1) new government programs, (2) the sudden increase in funds or
programs that are new to the recipient entity, and (3) the expectation that
some programs and projects will be delivered faster so as to inject funds
into the economy. With some adjustment, the single audit could be an
effective oversight tool for Recovery Act programs, addressing risks
associated with all three of these factors.

**The Single Audit Act requires states, local governments, and nonprofit organizations
expending over $500,000 in federal awards in a year to obtain an audit in accordance with
requirements set forth in the Act. A single audit consists of (1) an audit and opinions on the
fair presentation of the financial statements and the Schedule of Expenditures of Federal
Awards; (2) gaining an understanding of and testing internal control over financial
reporting and the entity’s compliance with laws, i and contract or grant
provisions that have a direct and material effect on certain federal programs (i.e., the
program requirements); and (3) an audit and an opinion on compliance with applicable
program requirements for certain federal programs.

*The auditor identifies the applicable federal programs, including “major programs,” based
on risk criteria, inchudi ini dollar thresholds, set out in the Single Audit Act and
OMB Circular No. A-133. Guidance on identifying compliance requirements for most large
federal programs is set out in the Compliance Supplement to OMRB Circular No. A-133. OMB
has 14 requirements that generally are to be tested for each major federal prograrm to opine
on compliance and report on significant deficiencies in internal control over compliance
with each licable oc i i .

q
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Our April 2009 report on the Recovery Act included recommendations that
OMB adjust the current audit process to:

» focus the risk assessment auditors use to select programs to test for
cormpliance with 2009 federal program requirements on Recovery Act
funding;

» provide for review of the design of internal controls during 2009 over
programs to receive Recovery Act funding, before significant
expenditures in 2010; and

« evaluate options for providing relief related to audit requirements for
low-risk programs to balance new audit responsibilities associated
with the Recovery Act.

Since April, although OMB has taken several steps in response to our
recommendations, these actions do not sufficiently address the risks
leading to our recommendations. To focus auditor risk assessments on
Recovery Act-funded programs and to provide guidance on internal
control reviews for Recovery Act programs, OMB is working within the
framework defined by existing mechanisms-—Circular No. A-133 and the
Compliance Supplement. In this context, OMB has made limited
adjustments to its single audit guidance and is planning to issue additional
guidance in mid-July 2009.

Focusing Auditors’
Program Risk Assessments
on Programs with
Recovery Act Funding

On May 26, OMB issued the 2009 edition of the Circular A-133 Compliance
Supplement. The new Compliance Supplement is intended to focus auditor
risk assessment on Recovery Act funding by, among things (1) requiring
that auditors specifically ask auditees about and be alert to expenditure of
funds provided by the Recovery Act, and (2) providing an appendix that
highlights some areas of the Recovery Act impacting single audits. The
appendix adds a requirement that large programs and program clusters
with Recovery Act funding cannot be assessed as low-risk for the purposes
of program selection without clear documentation of the reasons they are
considered low risk. It also calls for recipients to separately identily
expenditures for Recovery Act programs on the Schedule of Expenditures
of Federal Awards.

However, OMB has not yet identified program groupings critical to
auditors’ selection of programs to be audited for compliance with program
requirements. OMB Circular A-133 relies heavily on the amount of federal
expenditures in a program during a fiscal year and whether findings were
reported in the previous period to determine whether detailed compliance
testing is required for that year. Although OMB is considering ways to
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cluster programs for single audit selection to make it more likely that
Recovery Act programs would be selected as major programs subject {o
internal control and compliance testing, the dollar formulas would not
change under this plan. This approach may not provide sufficient
assurance that smaller, but nonetheless significant, Recovery Act-funded
programs would be selected for audit.

In addition, the 2009 Compliance Supplement does not yet provide specific
auditor guidance for new programs funded by the Recovery Act, or for
new compliance requirements specific to Recovery Act funding within
existing programs, that may be selected as major programs for audit. OMB
acknowledges that additional guidance is called for and plans to address
some Recovery Act-related compliance requirements by mid-July 2009.

Reviewing the Design of
Internal Controls over
Recovery Act-funded
Programs before
Significant Expenditures in
2010

To provide additional focus on internal control reviews, OMB has drafted
guidance it plans to finalize in July 2009 that indicates the importance of
such reviews and encourages auditors to communicate weaknesses to
management early in the audit process, but does not add requirements for
auditors to take these steps. Addressing this recommendation through the
existing audit framework, however, would not change the reporting
timeframes and therefore would not address our concern that internal
controls over Recovery Act programs should be reviewed before
significant funding is expended. In addition, if the guidance is limited to
major programs this may not adequately consider Recovery Act program
risks. Further, if this is done within the current single audit framework and
reporting timelines, the auditor evaluation of internal control and related
reporting will occur too late—after significant levels of federal
expenditures have already occurred.

Providing relief to Balance
Expected Increased
Workload

While OMB has noted the increased responsibilities falling on those
responsible for performing single audits, it has not issued any proposals or
plans to address this recommendation to date. A recent survey conducted
by the staff of the National State Auditors’ Association (NSAA) *
highlighted the need for relief to over-burdened state audit organizations
that have experienced staffing reductions and furloughs.

¥NSAA's mission is to unite state auditors by encouraging and providing opportunities for
the free exchange of information and ideas between auditors on the state, federal and local
levels.
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OMB officials told us they are considering reducing auditor workload by
decreasing the number of risk assessments of smaller federal programs.
Auditors conduct these risk assessments as part of the planning process to
identify which federal programs will be subject to detailed internal control
and compliance testing. We believe that this step alone will not provide
sufficient relief to balance out additional audit requirements for Recovery
Act programs. Without action now audit coverage of Recovery Act
programs will not be sufficient to address Recovery Act risks and the audit
reporting that does occur will be after significant expenditures have
already occurred.

Congress is currently considering a bill that could provide some financial
relief to auditors lacking the staff capacity necessary to handle the
increased audit responsibilities associated with the Recovery Act. H.R.
2182 would amend the Recovery Act to provide for enhanced state and
local oversight of activities conducted pursuant to the Act. As passed by
the House, H.R. 2182 would allow state and local governments to set aside
0.5 percent of Recovery Act funds, in addition to funds already allocated to
administrative expenditures, to conduct planning and oversight. Chairman
Towns, Ranking Member Issa, and this Committee are to be commended
for their leadership in crafting H.R. 2182.

Single Audit Reporting Will
Not Facilitate Timely
Reporting of Recovery Act
Program Findings and
Risks

The single audit reporting deadline is too late to provide audit results in
time for the andited entity to take action on deficiencies noted in Recovery
Act programs. The Single Audit Act requires that recipients submit their
Single Audit reports to the federal government no later than nine months
after the end of the period being audited.” As a result an audited entity
may not receive feedback needed to correct an identified internal control
or compliance weakness until the latter part of the subsequent fiscal year.
For example, states that have a fiscal year end of June 30th have a
reporting deadline of March 31st, which leaves program management only
3 months to take corrective action on any audit findings before the end of
the subsequent fiscal year. For Recovery Act programs, significant
expenditure of funds could occur during the period prior to the audit
report being issued.

TSingle Audit Act Section 7502(b)(2). The guidance provides that under certain conditions,
Single Audit auditees may be audited biennially instead of annually, For entities that are
audited biennially, it is longer before internal conirol and compliance weaknesses are
identified and remediated.
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The timing problem is exacerbated by the extensions to the 9 month
deadline that are routinely granted by the awarding agencies, consistent
with OMB guidance. For example, 13 of the 17 states in our sample have a
June 30 fiscal year end and 7 of these 13 states requested and received
extensions for their March 31, 2009 submission requirement of their fiscal
year 2008 reporting package.® The Health and Human Services Office of
Inspector General (HHS OIG) is the cognizant agency for most of the
states, including all of the states selected for review under the Recovery
Act. According to a HHS OIG official, beginning in May 2009 HHS IG
adopted a policy of no longer approving requests for extensions of the due
dates for single audit reporting package submissions. OMB officials have
stated that they plan to eliminate allowing extensions of the reporting
package, but have not issued any official guidance or memorandum to the
agencies, OIGs, or federal award recipients.

In order to realize the single audit’s full potential as an effective Recovery
Act oversight tool, OMB needs to take additional action to focus auditors’
efforts on areas that can provide the most efficient, and most timely,
results. As federal funding of Recovery Act programs accelerates in the
next few months, we are particularly concerned that the Single Audit
process may not provide the timely accountability and focus needed to
assist recipients in making necessary adjustments to internal controls so
that they achieve sufficient strength and capacity to provide assurances
that the money is being spent as effectively as possible to meet program
objectives.

Efforts to Assess the
Impact of Recovery
Act Spending

As recipients of Recovery Act funds and as partners with the federal
government in achieving Recovery Act goals, states and local units of
government are expected to invest Recovery Act funds with a high level of
transparency and to be held accountable for results under the Recovery
Act. Under the Recovery Act, direct recipients of the funds, including
states and localities, are expected to report quarterly on a number of
measures including the use of funds and an estimate of the number of jobs
created and the number of jobs retained. These measures are part of the
recipient reports required under section 1512(c) of the Recovery Act and

*Department of Health and Human Services is the cognizant agency for the 16 states and
District of Columbia that are included in our study. According to OMB Circular No. A-133
$.400(a)(2), if an entity needs an extension for submission of their single audit report, the
cognizant agency must consider auditee requests for sion Lo the report isst
due date.
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will be submitted by recipients starting in October 2009. OMB guidance
described recipient reporting requirements under the Recovery Act’s
section 1512 as the minimum performance measures that must be
collected, leaving it to federal agencies to determine additional
information that would be required for oversight of individual programs
funded by the Recovery Act, such as the Departrnent of Energy
Weatherization Assistance Program and the Department of Justice Edward
Byrne Memorial Justice Assistance Grant (JAG) Program.

In general, states are adapting information systems, issuing guidance, and
beginning to collect data on jobs created and jobs retained, but questions
remained about how to count jobs and measure performance under
Recovery Act-funded programs. Over the last several months OMB met
regularly with state and local officials, federal agencies, and others to
gather input on the reporting requirements and implementation guidance.
OMB also worked with the Recovery Accountability and Transparency
Board to design a nationwide data collection system that will reduce
information reporting burdens on recipients by simplifying reporting
instructions and providing a user-friendly mechanism for submitting
reguired data. OMB will be testing this system in July.

In response to requests for more guidance on the recipient reporting
process and required data, OMB, after soliciting responses from an array
of stakeholders, issued additional implementing guidance for recipient
reporting on June 22, 2009.” In addition to other areas, the new OMB
guidance clarifies that recipients of Recovery Act funds are required to
report only on jobs directly created or retained by Recovery Act-funded
projects, activities, and contracts. Recipients are not expected to report on
the employment impact on materials suppliers (“indirect” jobs) or on the
local community (“induced” jobs). The OMB guidance also provides
additional instruction on estimating the number of jobs created and
retained by Recovery Act funding. OMB’s guidance on the implementation
of recipient reporting should be helpful in addressing answers to many of
the questions and concerns raised by state and local program officials.
However, federal agencies may need to do a better job of communicating
the OMB guidance in a thmely manner to their state counterparts and, as
appropriate, issue clarifying guidance on required performance
measurement.

BOMB memoranda, M-09-21, fmplementing Guidance for the Reports on Use of Funds
Pursuant to the Americon Recovery and Reinvestment Act of 2009 (June 22, 2009).
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OMB's guidance for reporting on job creation aims to shed light on the
immediate uses of Recovery Act funding; however, reports from recipients
of Recovery Act funds must be interpreted with care. For example,
accurate, consistent reports will only reflect a portion of the likely impact
of the Recovery Act on national employment, since Recovery Act
resources are also made available through tax cuts and benefit payments.™
OMB noted that a broader view of the overall employment impact of the
Recovery Act will be covered in the estimates generated by the Council of
Economic Advisers {(CEA) using a macro-economic approach. According
to CEA, it will consider the direct jobs created and retained reported by
recipients to supplement its analysis.”

Concluding
Observations and
Recommendations

Since enactment of the Recovery Act in February 2009, OMB has issued
three sets of guidance—on February 18, April 3 and, most recently, June
22, 2009" —to announce spending and performance reporting
requirements to assist prime recipients and subrecipients of federal
Recovery Act funds comply with these requirements. OMB has reached
out to Congress, federal, state, and local government officials, grant and
contract recipients, and the accountability community to get a broad
perspective on what is needed to meet the high expectations set by
Congress and the administration, Further, according to OMB's June
guidance they have worked with the Recovery Accountability and
Transparency Board to deploy a nationwide data collection system at
www.federalreporting.gov.

As work proceeds on the implementation of the Recovery Act, OMB and
the cognizant federal agencies have opportunities to build on the early
efforts by continuing to address several important issues.

“The recipient reporting requirement only covers a defined subset of the Recovery Act’s
funding. The reporting requirerents apply to recipients who receive funding through
discretionary appropriations, not recipients receiving funds through entitlement programs,
such as Medicaid, or tax programs. Recipient reporting also does not apply to individuals.

“Executive Office of the President, Council of Economic Advisers, Estimates of Job
Creaiion From the American Recovery and Reinvestment Act of 2009 (May 2009),

2OMB Memorandum M-09-15, Updated Implementing Guidance for the Americon
Recovery and Reinvestment Act of 2009 (Apr. 3, 2009). This guidance supplements,
amends, and clarifies the initial guidance issued by OMB on February 18, 2009. OMB
memoranda, M-09-21, fmplementing Guidance for the Reports on Use of Funds Pursuant
to the American Recovery and Reinvestment Act of 2009 (June 22, 2009),
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These issues can be placed broadly into three categories, which have been
revised from our last report to better reflect evolving events since Aprik:
(1) accountability and transparency requirements, (2) reporting on impact,
and (3) communications and guidance.

Accountability and
Transparency
Requirements

Recipients of Recovery Act funding face a number of implementation
challenges in this area. The act includes new programs and significant
increases in funds out of normal cycles and processes. There is an
expectation that many programs and projects will be delivered faster so as
to inject funds into the economy, and the administration has indicated its
intent to assure transparency and accountability over the use of Recovery
Act funds. Issues regarding the Single Audit process and administrative
support and oversight are important.

Single Audit: The Single Audit process needs adjustments to provide
appropriate risk-based focus and the necessary level of accountability over
Recovery Act programs in a timely manner.

In our April 2009 report, we reported that the guidance and criteria in
OMB Circular No. A-133 do not adequately address the substantial added
risks posed by the new Recovery Act funding. Such risks may result from
(1) new government programs, {2) the sudden increase in funds or
programs that are new to the recipient entity, and (3) the expectation that
some programs and projects will be delivered faster so as to inject funds
into the economy. With some adjustment, the Single Audit could be an
effective oversight tool for Recovery Act programs because it can address
risks associated with all three of these factors.

April report recommendations: Our April report included
recomunendations that OMB adjust the current audit process to focus the
risk assessment auditors use to select programs to test for compliance
with 2009 federal program requirements on Recovery Act funding; provide
for review of the design of internal controls during 2009 over programs to
receive Recovery Act funding, before significant expenditures in 2010; and
evaluate options for providing relief related to audit requiremenis for low-
risk programs to balance new audit responsibilities associated with the
Recovery Act.

Status of April report recommendations: OMB has taken some actions
and has other planned actions to help focus the program selection risk
assessment on Recovery Act programs and to provide guidance on
auditors’ reviews of internal controls for those programs. However, we
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remain concerned that OMB’s planned actions would not achieve the level
of accountability needed to effectively respond to Recovery Act risks and
does not provide for timely reporting on internal controls for Recovery Act
programs. Therefore, we are re-emphasizing our previous
recommendations in this area.

To help auditors with single audit responsibilities meet the increased

demands imposed on them by Recovery Act funding, we recommend that

the Director of OMB take the following four actions:

« Consider developing requirements for reporting on internal controls
during 2009 before significant Recovery Act expenditures occur as well
as ongoing reporting after the initial report.

» Provide more focus on Recovery Act programs through the Single
Audit to help ensure that smaller programs with high risk have audit
coverage in the area of internal controls and compliance.

* Evaluate options for providing relief related to audit requirements for
low-risk programs to balance new audit responsibilities associated
with the Recovery Act.

« To the extent that options for auditor relief are not provided, develop
mechanisms to help fund the additional Single Audit costs and efforts
for auditing Recovery Act programs.

Administrative Support
and Oversight

States have been concerned about the burden imposed by new
requirements, increased accounting and management workloads, and
strains on information systems and staff capacity at a time when they are
under severe budgetary stress.

April report recommendation: In our April report, we recommended
that the director of OMB clarify what Recovery Act funds can be used to
support state efforts to ensure accountability and oversight, especially in
light of enhanced oversight and coordination requirements.
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Status of April report recommendation: On May 11, 2009, OMB
released a memorandum™ clarifying how state grantees could recover
administrative costs of Recovery Act activities.

Matter for Congressional
Consideration

Because a significant portion of Recovery Act expenditures will be in the
form of federal grants and awards, the Single Audit process could be used
as a key accountability tool over these funds, However, the Single Audit
Act, enacted in 1984 and most recently amended in 1996, did not
contemplate the risks associated with the current environment where
large amounts of federal awards are being expended quickly through new
programs, greatly expanded programs, and existing programs. The current
Single Audit process is largely driven by the amount of federal funds
expended by a recipient in order to determine which federal programs are
subject to compliance and internal control testing. Not only does this
model potentially miss smaller programs with high risk, but it also relies
on audit reporting 9 months after the end of a grantee’s fiscal year—far too
late to preemptively correct deficiencies and weaknesses before
significant expenditures of federal funds. Congress is considering a
legislative proposal in this area and could address the following issues:

« To the extent that appropriate adjustments to the Single Audit process
are not accomplished under the current Single Audit structure,
Congress should consider amending the Single Audit Act or enacting
new legislation that provides for more timely internal control
reporting, as well as audit coverage for smaller Recovery Act programs
with high risk.

« To the extent that additional audit coverage is needed to achieve
accountability over Recovery Act programs, Congress should consider
mechanisms to provide additional resources to support those charged
with carrying out the Single Audit act and related audits.

Reporting on Impact

Under the Recovery Act, responsibility for reporting on jobs created and
retained falls to nonfederal recipients of Recovery Act funds. As such,
states and localities have a critical role in identifying the degree to which
Recovery Act goals are achieved.

“OMB memoranda, M-09-18, Payments to State Grantees for Administralive Costs of
Recovery Act Activities (May 11, 2009).
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Performance reporting is broader than the jobs reporting required under
section 1512 of the Recovery Act. OMB guidance requires that agencies
collect and report performance information consistent with the agency’s
program performance measures. As described earlier in this report, some
agencies have imposed additional performance measures on projects or
activities funded through the Recovery Act.

April report recommendation: In our April report, we recommended
that given questions raised by many state and local officials about how
best to determine both direct and indirect jobs created and retained under
the Recovery Act, the Director of OMB should continue OMB’s efforts to
identify appropriate methodologies that can be used to (1) assess jobs
created and retained from projects funded by the Recovery Act; (2)
determine the impact of Recovery Act spending when job creation is
indirect; (3) identify those types of programs, projects, or activities that in
the past have demonstrated substantial job creation or are considered
likely to do so0 in the future and consider whether the approaches taken to
estimate jobs created and jobs retained in these cases can be replicated or
adapted to other programs.

Status of April report recommendation: OMB has been meeting on a
regular basis with state and local officials, federal agencies, and others to
gather input on reporting requirements and impleraentation guidance and
has worked with the Recovery Accountability and Transparency Board on
a nationwide data collection system. On June 22, OMB issued additional
implementation guidance on recipient reporting of jobs created and
retained. This guidance is responsive to much of what we said in our April
report. It states that there are two different types of jobs reports under the
Recovery Act and clarifies that recipient reports are to cover only direct
jobs created or retained. “Indirect” jobs (employment impact on suppliers)
and “induced” jobs (employment impact on communities) will be covered
in Council of Economic Advisers (CEA) quarterly reports on employment,
economic growth, and other key economic indicators. Consistent with the
statutory language of the act, OMB’s guidance states that these recipient
reporting requirements apply to recipients who receive funding through
discretionary appropriations, not to those receiving funds through either
entitlement or tax programs or to individuals. It clarifies that the prime
recipient and not the subrecipient is responsible for reporting section 1512
information on jobs created or retained. The June 2009 guidance also
provides detailed instructions on how to calculate and report jobs as full-
time equivalents (FTE). It also describes in detail the data model and
reporting system to be used for the required recipient reporting on jobs.
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The guidance provided for reporting job creation aims to shed light on the
immediate uses of Recovery Act funding and is reasonable in that context.
It will be important, however, to interpret the recipient reports with care.
As noted in the guidance, these reports are only one of the two distinct
types of reports seeking to describe the jobs impact of the Recovery Act.
CEA's quarterly reports will cover the impact on employment, economic
growth, and other key economic indicators. Further, the recipient reports
will not reflect the impact of resources made available through tax
provisions or entitlement programs.”

Recipients are required to report no later than 10 days after the end of the
calendar quarter. The first of these reports is due on October 10, 2009.
After prime recipients and federal agencies perform data quality checks,
detailed recipient reports are to be made available to the public no later
than 30 days after the end of the quarter. Initial summary statistics will be
available on www.recovery.gov. The guidance explicitly does not mandate
a specific methodology for conducting quality reviews, Rather, federal
agencies are directed to coordinate the application of definitions of
material omission and significant reporting error to “ensure consistency”
in the conduct of data quality reviews. Although recipients and federal
agency reviewers are required to perform data quality checks, none are
required to certify or approve data for publication. It is unclear how any
issues identified under data quality reviews would be resolved and how
frequently data quality problems would have been identified in the
reviews. We will continue to monitor this data quality and recipient
reporting requirements.

Our recommendations: To increase consistency in recipient reporting or
Jjobs created and retained, the Director of OMB should work with federal
agencies to have them provide program-specific examples of the
application of OMB’s guidance on recipient reporting of jobs created and
retained. This would be especially helpful for programs that have not
previously tracked and reported such metrics.

YConsistent with GAQ's past work showing that tax expenditures receive less scrutiny than
outlay programs (e.g., GAQ, Government Performance and Accountability: Tax
Expenditures Represent a Sub ial Federal C i and Need to Be Reexamined,
GAO-05-690 (Washington, D.C.: Sept. 23, 2005), we have begun work to determine the level
of transparency and oversight that will be provided for the Recovery Act tax provisions.
Administration officials are formulating plans for what information will be collected,
analyzed, and reported for the tax provisions. See also: GAQ, American Recovery and
Reinvestment Act: GAO's Role in Helping to Ensure A tlity and Transparency,
GAO-09-453T (Washington, D.C.: Mar. 5, 2009),

Page 40 GAO-09-831T



74

Because performance reporting is broader than the jobs reporting required
by section 1512, the Director of OMB should also work with federal
agencies—perhaps through the Senior Management Councils—to clarify
what new or existing program performance measures—in addition to jobs
created and retained—that recipients should collect and report in order to
demonstrate the impact of Recovery Act funding.®

In addition to providing these additional types of program-specific
examples of guidance, the Director of OMB should work with federal
agencies to use other channels to educate state and local program officials
on reporting requirements, such as Web- or telephone-based information
sessions or other forums.

Communications and
Guidance

Funding notification and program guidance: State officials expressed
concerns regarding communication on the release of Recovery Act funds
and their inability to determine when to expect federal agency program
guidance. Once funds are released there is no easily accessible, real-time
procedure for ensuring that appropriate officials in states and localities
are notified. Because half of the estimated spending programs in the
Recovery Act will be administered by nonfederal entities, states wish to be
notified when funds are made available to them for their use as well as
when funding is received by other recipients within their state that are not
state agencies.

OMB does niot have a master timeline for issuing federal agency guidance.
OMB's preferred approach is to issue guidance incrementally. This
approach potentially produces a more timely response and allows for mid-
course corrections; however, this approach also creates uncertainty
among state and local recipients responsible for implementing programs.
We continue to believe that OMB can strike a better balance between
developing timely and responsive guidance and providing a longer range

“According to OMB guidance, rather than establishing 2 new council, agencies are
encouraged to leverage their existing Senjor Management Councils to oversee Recovery
Act performance across the agency, including risk ‘The Senior M

Council should be composed of the Chief Financial Officer, Senior Procurement Executive,
Chief Human Capital Officer, Chief Information Officer, Performance Improvement Officer,
and managers of prograramatic offices. The agency’s Senior Accountable Official should
also participate and assume a leadership role. Agencies should also consider having their
Office of General Counsel and Office of Inspectors General serve in advisory roles on the
Senior Management Council.
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time line that gives some structure to states’ and localities” planning
efforts.

April report recommendation: In our April report, we recommended
that to foster timely and efficient communications, the Director of OMB
should develop an approach that provides dependable notification to (1)
prime recipients in states and localities when funds are made available for
their use, (2) states—where the state is not the primary recipient of funds
but has a statewide interest in this information—and (3) all nonfederal
recipients on planned releases of federal agency guidance and, if known,
whether additional guidance or modifications are recommended.

Status of April recommendation: OMB has made important progress in
the type and level of information provided in its reports on Recovery.gov.
Nonetheless, OMB has additional opportunities to more fully address the
recommendations we made in April. By providing a standard format
across disparate programs, OMB has improved its Funding Notification
reports, making it easier for the public to track when funds become
available. Agencies update their Funding Notification reports for each
program individually whenever they make funds available. Both reports
are available on www.recovery.gov. OMB has taken the additional step of
disaggregating financial information, i.e., federal obligations and outlays
by Recovery Act programs and by state in its Weekly Financial Activity
Report.

Our recommendation: The Director of OMB should continue to develop
and implement an approach that provides easily accessible, real-time
notification to (1) prime recipients in states and localities when funds are
made available for their use, and (2) states—-where the state is not the
primary recipient of funds but has a statewide interest in this information.
In addition, OMB should provide a long range time line for the release of
federal guidance for the benefit of nonfederal recipients responsible for
implementing Recovery Act programs.

Recipient financial tracking and reporting gaidance: In addition to
employment related reporting, OMB's guidance calls for the tracking of
funds by the prime recipient, recipient vendors, and subrecipients
receiving payments. OMB's guidance also allows that “prime recipients
may delegate certain reporting requirements to subrecipients.” Either the
prime or sub-recipient must report the D-U-N-S nuraber (or an acceptable
alternative) for any vendor or sub-recipient receiving payments greater
than $25 thousand. In addition, the prime recipient must report what was
purchased and the amount, and a total number and amount for sub-awards
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of less than $25 thousand. By reporting the DUNS number, OMB guidance
provides a way to identify subrecipients by project, but this alone does not
ensure data quality.

The approach to tracking funds is generally consistent with the Federal
Funding Accountability and Transparency Act (FFATA). Like the Recovery
Act, the FFATA requires a publicly available Web site—
USAspending.gov—to report financial information about entities awarded
federal funds. Yet, significant questions have been raised about the
reliability of the data on USAspending.gov, primarily because what is
reported by the prime recipients is dependent on the unknown data quality
and reporting capabilities of their subrecipients.

For example, earlier this year, more than 2 years after passage of FFATA,
the Congressional Research Services {CRS) questioned the reliability of
the data on USAspending gov. We share CRS's concerns associated with
USAspending.gov, including incomplete, inaccurate, and other data quality
problems, More broadly, these concerns also pertain to recipient financial
reporting in accordance with the Recovery Act and its federal reporting
vehicle, www.FederalReporting.gov, currently under development.

Our recommendation: To strengthen the effort to track the use of funds,
the Director of OMB should (1) clarify what constitutes appropriate quality
control and reconciliation by prime recipients, especially for subrecipient
data, and (2) specify who should best provide formal certification and
approval of the data reported.

Agency-specific guidance: DOT and FHWA have yet to provide clear
guidance regarding how states are to implement the Recovery Act
requirement that economically distressed areas are to receive priority in
the selection of highway projects for funding. We found substantial
variation both in how states identified areas in economic distress and how
they prioritized project selection for these areas. As a result, it is not clear
whether areas most in need are receiving priority in the selection of
highway infrastructure projects, as Congress intended. While it is true that
states have discretion in selecting and prioritizing projects, it is also
important that this goal of the Recovery Act be met.

Our recommendation: To ensure states meet Congress's direction to give
areas with the greatest need priority in project selection, the Secretary of
Transportation should develop clear guidance on identifying and giving
priority to economically distressed areas that are in accordance with the
requirements of the Recovery Act and the Public Works and Economic
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Development Act of 1965, as amended, and more consistent procedures
for the Federal Highway Administration to use in reviewing and approving
states’ criteria.

Agency Comments
and Our Evaluation

We received comments on a draft of our report from the U.S. Office of
Management and Budget (OMB) and the U.S. Department of
Transportation (DOT) on our report recommendations.

U.8. Office of M t and Budget: OMB concurs with the overall
objectives of our recommendations made to OMB in our report. OMB
offered clarifications regarding the area of Single Audit and did not concur
with some of our conclusions related to communications. What follows
summarizes OMB’s comments and our responses.

Single Audit Act

OMB agreed with the overall objectives of our recommendations and
offered clarifications regarding the areas of Single Audit. OMB also noted
it believes that the new requirements for more rigorous internal control
reviews will yield important short-term benefits and the steps taken by
state and local recipients to immediately initiate controls will withstand
increased scrutiny later in the process.

OMB commented that it has already taken and is planning actions to focus
program selection risk assessment on Recovery Act programs and to
increase the rigor of state and local internal controls on Recovery Act
activities. However, our report points out that OMB has not yet completed
critical guidance in these areas. Unless OMB plans to change the risk
assessment process conducted for federal programs under Circular A-133,
smaller, but significantly risky programs under the Recovery Act may not
receive adequate attention and scrutiny under the Single Audit process.

OMB acknowledged that acceleration of internal control reviews could
cause more work for state auditors, for which OMB and Congress should
explore potential options for relief. This is consistent with the
recommendations we make in this report. OMB also noted that our draft
report did not offer a specific recommendation for achieving acceleration
of internal control reporting. Because there are various ways to achieve
the objective of early reporting on internal controls, we initially chose not
to prescribe a specific method; however, such accelerated reporting could
be achieved in various ways. For instance, OMB could require specific
internal control certifications from federal award recipients meeting
certain criteria as of a specified date, such as December 31, 2009, before
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significant Recovery Act expenditures occur. Those certifications could
then be reviewed by the auditor as part of the regular single audit process.
Alternatively, or in addition, OMB could require that the internal control
portion of the single audit be completed early, with a report submitted 60
days after the recipient's year end. We look forward to continuing our
dialog with OMB on various options available to achieve the objective of
early reporting on internal controls. We will also continue to review OMB's
guidance in the area of single audits as such guidance is being developed.

Communications

OMB has made important progress relative to some communications. In
particular, we agree with OMB’s statements that it requires agencies to
post guidance and funding information to agency Recovery Act websites,
disseminates guidance broadly, and seeks out and responds to stakeholder
input. In addition, OMB is planning a series of interactive forums to offer
training and information to Recovery Act recipients on the process and
mechanics of recipient reporting and they could also serve as a vehicle for
additional communication. Moving forward and building on the progress it
has made, OMB can take the following additional steps related to funding
notification and guidance.

First, OMB should require direct notification to key state officials when
funds become available within a state. OMB has improved Funding
Notification reports by providing a standard format across disparate
programs, making it easier for the public to track when funds become
available. However, it does not provide an easily accessible, real-time
notification of when funds are available. OMB recognized the shared
responsibilities of federal agencies and states in its April 3, 2009 guidance
when it noted that federal agencies should expect states to assign a
responsible office to oversee data collection to ensure quality,
completeness, and timeliness of data submissions for recipient reporting.
In return, states have expressed a need to know when funds flow into the
state regardless of which level of government or governmental entity
within the state receives the funding so that they can meet the
accountability objectives of the Recovery Act. We continue to recommend
more direct notification to (1) prime recipients in states and localities
when funds are made available for their use, and (2) states-where the state
is not the primary recipient of funds but has a statewide interest in this
information.

Second, OMB should provide a long range time line for the release of

federal guidance. In an attempt to be responsive to emerging issues and
questions from the recipient coramunity, OMB's preferred approach is to
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issue guidance incrementally. This approach potentially produces a more
timely response and allows for mid-course corrections; however, this
approach also creates uncertainty among state and local recipients. State
and local officials expressed concerns that this incremental approach
hinders their efforts to plan and administer Recovery Act programs. As a
result, we continue to believe OMB can strike a beiter balance between
developing timely and responsive guidance and providing some degree of
a longer range time line so that states and localities can better anticipate
which programs will be affected and when new guidance is likely to be
issued. OMPB’s consideration of a master schedule and iis
acknowledgement of the extraordinary proliferation of program guidance
in response to Recovery Act requirements seem to support a more
structured approach. We appreciate that a longer range time line would
need to be flexible so that OMB could also continue to issue guidance and
clarifications in a timely manner as new issues and questions emerge.

U.S. Department of Transportation: DOT generally agreed to consider
the recommendation that it develop clear guidance on identifying and
giving priority to economically distressed areas and more consistent
procedures for reviewing and approving states’ criteria. DOT agreed that
states must give priority to projects located in economically distressed
areas, but said that states must balance all the Recovery Act project
selection criteria when selecting projects including giving preference to
activities that can be started and completed expeditiously, using funds ina
manner that maximizes job creation and economic benefit, and other
factors. While we agree with DOT that there is no absolute primacy of
economically distressed area projects in the sense that they must always
be started first, the specific directives in the act that apply to highway
infrastructure are that priority is to be given to projects that can be
completed in 3 years, and are located in economically distressed areas.
DOT also stated that the basic approach used by selected states to apply
alternative criteria is consistent with the Public Works and Economic
Development Act and its implementing regulations on economically
distressed areas because it makes use of flexibilities provided by the
Public Works Act to more accurately reflect changing economic
conditions. However the result of DOT's interpretation would be to allow
states to prioritize projects based on criteria that are not mentioned in the
highway infrastructure investment portion of the Recovery or the Public
Works Acts without the involvement of the Secretary or Department of
Commerce. We plan to continue to monitor states’ implementation of the
economically distressed area requirements and interagency coordination
at the federal level in future reports.
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Mr. Chairman, Representative Issa, and Members of the Comrmittee this
concludes my statement. I would be pleased to respond to any questions
you may have.

Contacts

(450761}

For further information on this testimony, please contact J. Christopher
Mihm, Managing Director for Strategic Issues, on (202) 512-6806 or
mihmj@gao.gov.

For issues related to WIA, SFSF and other education programs: Cynthia M.
Fagnoni, Managing Director of Education, Workforce, and Income
Security, (202) 512-7215 or fagnonic@gao.gov

For issues related to Medicaid and FMAP programs: Dr. Marjorie Kanof,
Managing Director of Health Care, (202) 512-7114 or kanofm@gao.gov

For issues related to highways and other transportation programs:
Katherine A. Siggerud, Managing Director of Physical Infrastructure, (202)
512- 2834 or siggerudk@gao.gov

For issues related to energy and weatherization: Patricia Dalton, Managing
Director of Natural Resources and Environment, (202) 512- 3841 or
daltonp@gao.gov

For issues related to the Edward Byrne Memorial Justice Assistance Grant
Program: Cathleen A. Berrick, Managing Director of Homeland Security
and Justice, (202)-512-3404 or berricke@gao.gov

For issues related to public housing: Richard J. Hillman, Managing
Director of Financial Markets and Community Investment, (202) 512-9073
or hillmanr@gao.gov

For issues related to internal controls and Single Audits: Jeanette M.
Franzel, Managing Director of Financial Management and Assurance, (202)
512-9471 or franzelj@gao.gov

For issues related to contracting and procurement: Paul L. Francis,

Managing Director of Acquisition Sourcing Management, (202) 512-2811 or
francisp@gao.gov
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Chairman TowNs. Thank you very much for your testimony.
Mr. Nabors.

STATEMENT OF ROBERT L. NABORS II

Mr. NABORS. Chairman Towns, Ranking Member Issa, members
of the committee, I appreciate the opportunity to speak with you
today about the status of our economic recovery and, more particu-
larly, the Recovery Act’s role in restoring sustainable economic
growth to our country.

To understand where we are, it’s important to recognize just how
dangerous a path our economy was on just a few months ago. We
are working on coming out of the worst economic crisis since the
Great Depression. For the fourth quarter of 2008, the United
States experienced a negative growth rate of 6.3 percent, the worst
since the recession of 1982. Employment fell every month in 2008.
The economy has lost a record 5.7 million jobs over the past year
and 6.5 million since the recession began in December 2007.

After a long and unprecedented boom, housing prices have fallen
11 percent since their peak in April 2007. And over that same pe-
riod, residential investment has fallen by more than 40 percent.

$9.8 trillion of wealth has been lost in the market. The financial
crisis has choked off lending, contributing to further economic de-
cline. And some of our most prominent businesses have closed,
merged, or been forced to take drastic steps to stay afloat.

In January and February, when Congress and the President
worked in concert to approve the Recovery Act, all of us knew the
economic situation was bad. None of us anticipated just how weak
the economy truly was, though.

The financial meltdown contributed mightily to this situation,
but so did deficiencies in the foundation of our economic growth: in-
frastructure, health care, education, and clean energy. When we
have failing drinking water systems, crumbling roads and high-
ways, substandard or nonexistent broadband service, bridges that
are graded as dangerous for travel, wastewater treatment plants in
poor condition, schools that are overcrowded and falling apart,
t?ousands of dams labeled as high-hazard or unsafe, the picture is
clear.

While these deficiencies are not the only cause of the economic
problems we face, it is a significant contributing factor. It places
substantial strain on State and local governments and inhibits the
ability of businesses to compete.

From the moment he was elected, the President has put the
economy front and center. Working with Congress, the administra-
tion has stabilized the financial market and started to see sta-
bilization on housing. We are slowing the economic freefall.

As a Nation, we are moving from a long period of economic slow-
down to a time of new industry, opportunity, and innovation. The
Recovery Act is an important part of that effort. The Recovery Act
is designed to help millions of families weather this downturn, cre-
ate new jobs, and spark the engines of long-term growth.

It’s a work in progress, but it’s steady progress. Just this month,
8 days into July, the Department of Education is helping States
with their increasing budgetary pressures by accelerating more
than $2.7 billion in Recovery Act funds well ahead of schedule. The
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administration opened competition on more than $15 billion in
high-speed rail, smart grid, and broadband programs. All 50 States
obligated at least half of their highway funds before the July 1st
deadline, and, as a result, right now there are more than 1,900
highway projects under way across the country.

Also this month, the Department of Energy moved forward with
more than $460 million for cutting-edge emission reduction projects
that will be central to the Nation’s innovative clean energy future;
the Interior Department pressed forward with another $134 million
for critical water reclamation projects in the West; the Department
of Veterans Affairs completed $500 million in recovery payments to
approximately 1.9 million veterans and beneficiaries to help them
keep pace with their bills.

Overall, more than 20,000 Recovery Act projects have been ap-
proved. Almost $201 billion of all Recovery Act funding has been
obligated or distributed.

These are many of the things on which the Recovery Act focuses,
but more importantly, the Recovery Act invested in people. Within
a few weeks of the act becoming law, we implemented the broadest
tax cut in history. The Recovery Act provided $288 billion in tax
cuts and incentives to families and businesses.

We extended and expanded unemployment benefits and medical
coverage for people who are still looking for work. We have modi-
fied the First-Time Homebuyers Tax Credit so it can be used for
a down payment or for closing costs, helping to stabilize the hous-
ing market. And, to date, nearly 1.1 million new homeowners have
claimed the $8,000 credit.

And the Recovery Act does more, focusing on improving the skills
and abilities of the American people so we can build better prod-
ucts more efficiently and effectively. That means improved schools
and teachers, specialized training for cutting-edge industries, and
financial help for those men and women ready to start their own
businesses.

The American people know that getting out of the economic hole
will not be easy or quick. They also have every right to know that
these investments are making a difference. To that end, the admin-
istration has put forward an unprecedented transparency effort
that is reliable, accurate, and open. This has never been done be-
fore at the Federal level. Beginning in October, as Congress man-
dated, the American people will be able to see how dollars are
being spent in their local community, who is getting the funds, for
what projects, and when will the project be finished, and what is
the benefit to their community.

The Recovery Accountability and Transparency Board, led by
Earl Devaney, has the responsibility to track how dollars are being
spent. OMB is working in full partnership with the board to make
sure that the dollars are invested smartly and to stop waste, fraud,
and abuse.

Our mission is simple: Fund projects that can make a difference
today with new jobs and opportunities while building strength for
the economy for many years to come.

Is this easy? No. Is our work complete? Not even close. But we
are on the right path. Last month, the economy lost 467,000 jobs.
And let’s be very clear about this: 467,000 jobs lost in a month is
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467,000 jobs too many, but is much slower than the pace that we
saw in the first quarter, when the average monthly job loss was
691,000 jobs.

We are making progress, but we still have a long way to go. A
9.5 percent unemployment rate is not acceptable. Neither are the
daily:
~ Chairman TowNs. Mr. Nabors, could you summarize? Your time
is up.

Mr. NABORS. I thank you again for the opportunity to testify be-
fore you, and I look forward to answering any questions that you
have.

[The prepared statement of Mr. Nabors follows:]
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Robert L. Nabors II
Deputy Director of the Office of Management and Budget
Testimony for the House Committee on Government Oversight and Reform
July 8, 2009

Chairman Towns, Ranking Member Issa, Members of the Committee, thank you for inviting me
to speak to you today about the implementation of the American Recovery and Reinvestment
Act.

To understand where we are, it is important to recognize how dangerous a path our economy was
on just a few months ago. We are working to come out of the worst economic crisis since the
Great Depression. For the fourth quarter of 2008, the United States experienced a negative
growth rate of 6.3 percent, the worst since the recession of 1982, Employment fell in every
month of 2008. The economy has lost a record 5.7 million jobs over the past year and 6.5
million since the recession began in December 2007, The manufacturing and construction
sectors have accounted for nearly half of total job losses.

After a long and unprecedented housing boom, house prices have fallen 11 percent since their
peak in April 2007, and, over the same period, residential investment has fallen by more than
more than 40 percent.

$9.8 trillion of wealth has been lost in the market. The financial crisis has choked off lending,
contributing to further economic decline. And some of our most prominent businesses have
closed, merged, or been forced to take drastic steps to stay afloat.

In essence, we are facing a significant gap between what our economy is capable of producing
and what it is actually producing. Equal to about $1 trillion in 2009, this output gap is equivalent
to roughly seven percent of the estimated potential output of our economy.

In January, when this Congress was sworn in and when the President took the Oath of Office,
when we worked in concert to approve the Recovery Act, no one knew the full depth of this
recession, Make no mistake, all of us knew the economic situation was bad; none of us expected
that it was so terribly off track.

Immediately after taking office, the President and the Congress focused on restoring the demand
for goods and services that our economy could produce with its existing capacity as the key to
returning the nation to a path of economic growth. Passing the Recovery Act was an important
step to provide immediate relief to struggling families, create and save jobs, and jumpstart the
economy. Signed just 28 days after the President took office; the Recovery Act is bigger than
any comparable effort in American history—amounting to about 2.5 percent of GDP each year
for the next two years. By contrast, Federal stimulus during the first year of Franklin
Roosevelt’s first full year in office amounted to 1.5 percent of GDP and was mostly reversed the
next year.

The Recovery Act was crafted to address both the immediacy of this recession and invest in
rebuilding our economic foundation. For too long, core infrastructure building blocks have been
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neglected. As an example, the American Society of Civil Engineers gives the nation’s
infrastructure a dismal grade of “D,” noting the country’s failing drinking water systems,
crumbling roads and highways, and inland waterways that cannot handle today’s capacity.

Add to that crumbling foundation the skyrocketing costs of health care, the inconsistent
education in our classrooms, the incredible pressures of global competition, and the overreliance
on foreign energy, and it quickly becomes clear that our challenge is more than most of us ever
imagined.

Priorities

President Obama has put the cconomy front and center. Working with Congress, the
Administration has stabilized the financial markets and started to see stabilization on housing.
We are slowing the economic freefall. As a nation, we are moving from a long period of
economic slowdown to a time of new industry, opportunity, and innovation. The Recovery Act
is an important part of that effort.

The Recovery Act invests in those things that create jobs now while strengthening the foundation
for sustainable economic growth. It also invests in people, providing direct support to families
and small businesses struggling to keep ahead of the recession’s pressures.

Just this month, eight days into July, the Department of Education is helping states with their
increasing budgetary pressures by accelerating more than $2.7 billion in Recovery Act funds
well ahead of schedule. The Administration opened competition on more than $15 billion in
high-speed rail, smart grid, and broadband programs. All 50 states obligated at least half of their
highway funds before the July 1 deadline. As a result, right now, there are more than 1,900
highway projects underway across the country.

An important point on transportation funds: States are routinely receiving low bids for highway
and airport construction projects that are 10 to 20 percent and, in some cases, 30 percent lower
than expected. These lower bids are allowing states to stretch taxpayer dollars, complete
additional projects, and create more jobs.

Also this month, the Department of Energy moved forward with more than $460 million for
cutting-edge emission-reduction projects that will be central to the nation’s innovative clean-
energy future. The Interior Department pressed forward with another $134 million for critical
water reclamation projects in the West. The Department of Veterans Affairs completed $500
million in Recovery payments to approximately 1.9 million Veterans and beneficiaries to help
them keep pace with their bills. And the EPA released more than $82 million for clean diesel
projects throughout the country,

Overall, about 34 percent of Recovery Act funding is being distributed through grants or direct
Federal spending by the Federal agencies, Of those funds, about 80 percent are grants. Of these
grants, approximately $88 billion are competitive awards and approximately $135 billion are
distributed through block or formula-funds to States and localities.
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Investments in people are providing immediate help to struggling families.

Approximately 37 percent of the funding is in tax credits and incentives that increase Americans’
disposable income and help spur the production of consumer goods and put people back to work.

Tax relief began to appear in Americans’ paychecks in April. So far, there has been about $15
billion in tax breaks through the Making Work Pay tax provision that increases 95 percent of
working American households” take-home pay. It is anticipated that this tax cut will increase
consumer spending on products that they haven’t been buying over the past year-and-a-half.
Such spending in turn helps to create economic activity that would not have otherwise occurred,
and thus stimulate further job growth through a multiplier effect.

Another important piece of the Recovery Act is the change to the First-Time Homebuyers Tax
Credit. The Act modifies the credit so it can be used for a down payment or closing costs,
helping to stabilize the housing market. To date, nearly 1.1 million new homeowners have
claimed the $8,000 credit.

And the Act does more, focusing on improving the skills and abilities of the American people so
we can build better products more efficiently and effectively. That means improved schools and
teachers, specialized training for green jobs and cutting-edge industries, and financial help for
those men and women ready to start their own business.

Helping people also means strengthening the resources available to people who find themselves
without work and in need of assistance.

The Recovery Act extends or expands programs like Unemployment Insurance, Social Security
Income and FMAP. These programs account for about 29 percent of total Recovery Act funds.
They are focused on providing people with a safety net during these difficult times while moving
money back into the economy by increasing demand for basic necessities like groceries and
medical supplies.

Additionally, recession-related job losses threaten health coverage for many families. To help
people maintain coverage, the Recovery Act provides a 65 percent subsidy for COBRA
continuation premiums for up to ninc months for workers who have been inveluntarily
terminated and for their families. With COBRA premiums averaging more than $1,000 a month,
this assistance is vitally important.

At a time when private sector spending is low, these government investments are creating and
saving jobs as well as completing important work that needs to be done.

The Committee undoubtedly will hear from these Governors about the fiscal pressures facing
states. They face very difficult choices. A recent analysis by the Center for Budget and Policy
Priorities found that the Recovery Act ~ through these safety-net and fiscal stabilization
investments -- is providing states with much-needed relief, reducing the size and extent of budget
cuts and closing 30 to 40 percent of state fiscal shortfalls. We will continue to work with states
in the months ahcad to make sure that we keep our eye on the future — reforming health care and
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bringing down its cost, investing in health care, and creating new clean energy jobs — so that we
can build a new, solid foundation for our children and grandchildren.

Impact

The investments we are making through the Recovery Act are having an impact. They are
stimulating the economy, creating jobs, providing aid to hard-hit individuals and communities,
and advancing key longer term priorities.

As of June 30, almost $201 billion, or approximately 26 percent, of all Recovery Act funding
had been obligated or distributed. This includes $157.7 billion of obligations, representing all
major agencies—of which over a third has been outlaid—and $43.2 billion of tax relief.

Improvements to safety-net programs are providing immediate relief to the nation’s most
vulnerable citizens. For example, 54 million seniors are receiving $250 Social Security payments
in the mail, and Veterans are recelving similar payments. States have received more than $21.9
billion in assistance to avoid Medicaid cuts. This accounts for nearly 90 percent of the total
amount that was appropriated for the program under the Recovery Act. Last week, the Bureau of
Economic Analysis reported that Recovery Act benefits — like the $250 relief payments and the
tax credits ~ boosted personal income by $17 billion in May.

Investments in discretionary programs are creating or saving jobs and improving communities.
For example, 40 states have now qualified for their share of the $44 billion in State Fiscal
Stabilization Funds under the Recovery Act, an investment that is expected to create or save
hundreds of thousands of education-related jobs.

Since April, Recovery Act tax cuts and spending program increases have contributed to increases
in real disposable personal income (DPI). DPI increased by 1.6 percent in May and 1.2 percent
in April, after decreasing in February and stagnating in March. According to the Bureau of
Economic Analysis, the May change in DPI was boosted by the Recovery Act provisions that
reduced taxes and increased government social benefit payments. Absent these factors, BEA
estimates that DPI would have increased by just 0.2 percent in May, and 0.9 percent in April.
Real Personal Consumption Expenditures also increased slightly in May, after stagnating or
declining in all months since February.

Further, the Recovery Act is making significant resources available to States that are struggling
during these difficult economic times. Since almost all States have to balance their fiscal
budgets, even in the face of recession, 40 have cut benefits and services, 28 have raised taxes,
and more are considering both measures. These actions deepen the impact of the downturn, but
the cuts and tax increases would have had to be much larger without the Recovery Act.

There is clear evidence that these investments are helping States to weather this recession. As
outlined in the GAO report released today, Recovery Act funding has relieved pressure on state
budgets, allowing them to provide better service and avoid job cuts. States reported that because
of the Recovery Act, they were able to maintain current Medicaid benefits and eligibility levels
and meet the rising level of need. School district officials reported that the State Fiscal
Stabilization Fund (SFSF) would offset budget cuts so that they could maintain staffing levels.

4
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The New York City School district estimated that this would save approximately 14,000 jobs. In
California, the SFSF is helping to keep college more affordable by enabling the State o raise
tuition by 9.2 percent instead of 26 percent.

Last week’s report on the employment situation made it clear that we face important challenges
as we work to end this severe recession. But, the fact that leading indicators, such as building
permits, orders for advanced durable goods, and measures of consumer confidence, have turned
upward is an encouraging sign that the Recovery Act and our programs to stabilize the housing
sector and financial markets are having a positive impact. Both the Administration’s estimates
and those of private forecasters suggest that the impact of the Recovery Act will increase
substantially over time, and will move from leading indicators to genuine economic expansion
and crucial job creation.

Implementation

To maximize the effectiveness of the Recovery Act, it is crucial that all levels of government
take extraordinary measures to implement its programs quickly yet wisely.

From the moment that the President signed the Recovery Act, he stressed the great responsibility
that comes with implementing a recovery package of this size, and that all levels of government
would be held accountable for the results. The Act is an unprecedented response to a record
recession; similarly, the transparency and oversight involved are also unprecedented,

Both the President and Congress have been active in assembling a strong leadership structure for
Recovery Act implementation. Within a week of signing the Act, the President designated Vice
President Biden to coordinate the Federal response to the Act. The Vice President’s office—
together with OMB~has set up a Recovery Act implementation team, and Vice President Biden
is regularly engaged with their efforts. Since February 11, the Vice President has participated in
over 40 events, cabinet meetings, and conference calls related to the Recovery Act.

In order to develop a structure for creating transparency and accountability, there are a number of
other entities that play critical roles in Recovery Act implementation.

Within the Act, Congress established the independent Recovery Accountability and
Transparency Board—which is chaired by Earl Devaney and includes 12 Federal inspectors
general. The Board is responsible for coordinating and conducting oversight of Recovery Act
funds to prevent fraud, waste, and abuse. It is tasked with producing quarterly and annual reports
on the use of Recovery Act funds. It also makes recommendations to agencies about how they
can spend money better. Pursuant to the requirements of the Act, the Board also maintains
Recovery.gov, which is designed to make information about Recovery Act spending available to
the public to provide greater accountability and transparency. The Administration initially
launched the website on the day that the Act was signed and the Board was established.
However, the Board now has full control over website and makes all decisions with respect to
what content is included and how it is displayed.
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In addition to the Vice President and the Board, the responsibility for oversight and
implementation is a shared responsibility of Federal, State, and local governments, To name a
few:

» The Government Accountability Office (GAO) is tasked with a range of responsibilities
including conducting bimonthly reviews on how funds are used by select States and
localities; reviewing certain areas like education, small business and health care; and
commenting on recipient funding reports.

* The Council on Economic Advisers (CEA), in consultation with OMB and the Treasury
Department, submits quarterly reports to the House and Senate Appropriations
committees on the impact that Recovery Act programs are having on employment,
estimated economic growth, and other key economic indicators.

¢ The Congressional Budget Office (CBO), along with GAO, will provide comments on
quarterly reports within 45 days of their submission.

* The inspectors general for Federal departments and agencies conduct audits and respond
to the public’s concerns about the use of Recovery Act funds.

» The Federal agencies themselves are responsible for producing detailed spend plans,
reporting on their specific programs, and have the principal responsibility for executing
those programs. They do all of this in close partnership with the State and local
governments who receive funding for most discretionary programs and are responsible
for executing them at the ground level,

»  Almost all states have appointed Recovery Coordinators who communicate regularly
with the Administration about reporting guidance and other significant issues.

Role of OMB

The role of the Office of Management and Budget is to coordinate the “nuts and bolts” of
Recovery Act implementation within the Executive branch and make sure that these
implementation efforts are consistent with the Act’s mission and the President’s priorities.

We work closely with the agencies to oversee their progress on Recovery Act implementation —
from planning, to implementation, to audit and evaluation. In practice, this means everything
from designating officials within agencies to be accountable for Recovery Act implementation,
to reviewing agency Recovery plans and projects, to coordinating the technology and processes
for collecting data.

One of our principal responsibilities is to uphold the President and Congress’ commitment to the
American people that the Recovery Act be implemented with an unprecedented level of
transparency and accountability. Section 1512 of the Recovery Act holds recipients of Recovery
Act funding accountable for reporting data with greater detail and speed than ever before.
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Section 1512 requires that within 10 days of the end of each quarter (beginning in October
2009), all recipients of Recovery Act funds submit reports to the agencies from which they
received funds. Those reports are to be published by the Recovery Board within 30 days of each
quarter’s end. By law, these reports require recipients across the nation to publicly present new
information on how dollars are being spent, including:

¢ The total amount of recovery funds received from the agency;

e The amount of recovery funds received that were expended or obligated to projects or
activities; and

e A detailed list of all projects or activities for which recovery funds were expended or
obligated, including the name of the project or activity, description, and an evaluation of
its completion status, an estimate of the number of jobs created and retained, a rationale
for cases of infrastructure investments, and detailed information on any subcontracts or
sub-grants awarded by the recipient (aggregate reporting is allowed on awards below
$25,000).

To initiate these reporting requirements, OMB has released three rounds of implementing
guidance. The first was issued just one day after the President signed the Recovery Act. From
the very beginning, our guidance has called on agencies to go beyond standard operating
procedures and recognize the need for an unprecedented degree of transparency. We have
consistently asked for information beyond what is required by the Recovery Act itself in order to
uphold the President’s commitment to the American people.

While the Recovery Act does not require full and comprehensive financial reporting or name a
specific date at which reporting must begin, we wanted to have information as soon as possible.
Our initial implementing guidance established a financial reporting system effective immediately
that was more comprehensive than that mandated by law., We asked agencies to report their total
obligations and outlays, and their block grant allocations, and major communications each week.
In order to make sure that agencies were distinguishing Recovery Act dollars from other funds,
we required unique Treasury appropriation fund symbols in agency financial systems that would
clearly identify Recovery Act dollars to anyone looking at the data. Much of the data that is
currently available on Recovery.gov was collected because of the financial reporting
requirements that were included in OMB’s initial guidance.

As we worked to achieve unprecedented levels of disclosure, it quickly became clear that there
was a huge public demand for this information. Recovery.gov received 3,000 hits per second the
day it was launched and more than 150 million hits by early March. In early April, we
responded to the public appetite for more information in our second round of guidance, which
asked agencies to provide “significant” funding announcements to OMB as they occur in order to
provide a better “real-time” sense of what projects are being funded, where they are, and how
much funding they are receiving,

This round of guidance also took a forward-looking approach by beginning preparations for
meeting the October 10 funding disclosure deadline. The guidance provided details on the
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recipient reporting requirements that would begin at this time and established standard data-
definitions, as well as standardized Terms and Conditions for Federal grants, loans, contracts,
and other awards. The guidance also announced for the first time that OMB and the Recovery
Board would oversee the development of a centralized technological platform to streamline the
process through which data is collected and made available to the Recovery Board for
publication on Recovery.gov.

Finally, we used this round of guidance to underscore the importance of facilitating an open
discussion with the American people about the implementation of the Recovery Act by
establishing a “comment period” that allowed the public to provide additional input and feedback
on our guidance. We have taken this feedback seriously, as is reflected in our third and most
recent round of guidance, issued on June 22.

This latest guidance further clarifies the reporting process as we approach the October 10
deadline and addresses continued demand for more information. On the technology front, the
guidance includes a clear overview of how the central reporting platform—
Federalreporting.gov—will function, and what this will require of recipients.

The guidance explains that, by October 10, recipients will be required to report on project
descriptions, the status of funds, job creation, and sub-recipient information, as established by
Section 1512 of the Recovery Act. It also includes detailed information on each of these
elements, focusing on specific areas where we know particular public concern exists.

For example, since the Recovery Act became law, uncerfainty has remained about the
methodology for counting the number of jobs that have been created or retained. The new
guidance gives primary Recovery funding recipients’ two options to report on the jobs that they
are creating or saving. The preferred option is direct counting, and OMB strongly encourages
prime recipients to make a direct employment count for each Recovery-funded project.
However, we were mindful of the burden that this might place on some recipients, and realized
that this could distract attention from critical recovery activities. So, the guidance offers prime
recipients the option of extrapolating the jobs impact afier collecting a set of verifiable project
data. Funding departments and agencies will provide instructions on the standards for
implementing this method.

In addition to meeting the data elements required by Section 1512, OMB also responded to
public desire in expanding the depth of reporting requirements on Recovery Act expenditures.
We felt that it was within the spirit of the Recovery Act to do this, so we asked prime recipients
(e.g., States) and sub-recipients (e.g., localities receiving awards from the States) to report on any
vendors paid more than $25,000 to help with a project as dealers, distributors, merchants, or
other providers of goods and services needed to conduct a Federal program. We worked closely
with the Recovery Board to develop this additional requirement, and we listened to the
Congressional and public input that we received. We believe that this additional requirement
will provide a valuable tool for tracking dollars down to the local entities and their vendors. This
level of visibility has never before been available to the public on grants.
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For federal contracts, the prime contractor has the primary responsibility for collecting and
reporting information on the use of Recovery funding, including significant products or services
provided, totals for invoices submitted to the government, and specific information on the
prime’s subcontracts. Required subcontract information includes subcontractor name, location,
dollar value of the subcontract, and products or services to be provided. Once again, OMB’s
guidance goes beyond the transparency requirements included in the Recovery Act and also
requires compensation information from prime contractors. This information will be available to
the public for the first time in October.

The OMB analysis shows that, for about 95 percent of Recovery Act dollars subject to reporting
requirements, data on prime recipients and sub-recipients witl capture virtually all eritical
spending information. This means that most of the significant spending on projects and activities
will be initiated by the either the prime recipient or sub-recipient. For example, in transportation
and energy programs, the prime recipient (i.e., state) or that prime recipient’s sub-recipient (i.e.,
local municipality) will do most of the actual spending (to pay contractors or vendors) for
projects funded by Recovery dollars. In these program areas, our analysis has determined that
the existence of a second tier sub-recipient (i.e., a lower-level municipality receiving funds from
a sub-recipient) doing any significant spending of Recovery dollars will be limited.

Part of OMB’s job in determining the scope of reporting requirements is help maintain an
appropriate balance between gathering information and creating undue burden. When adding
specific data elements, it is critical to weigh the potential benefit of specific information against
the burden that collecting it would place on recipients.

There is a rigorous process of assessment before making these kinds of decisions. For example,
prior to adding the vendor data requirements into our most recent guidance, OMB vetted the
concept with recipients, the Recovery Board, and GAO. Together, we determined that it was
feasible to require prime recipients to report on vendor identity, purchase amount, and purchase
description. Likewise, we determined that more planning and outreach would be necessary
before extending similar requirements to smaller sub-recipients, and so we required that they
report only on vendor identity.

Responsiveness

The Administration will continue to monitor progress and work with agencies to improve our
processes for data collection. We’ve shown ourselves to be responsive to concerns raised by
Agencies, States and localities, members of Congress, and the public.

As noted in the GAO report issued this week, OMB has worked very closely with a broad array
of stakeholders on the development of guidance materials and each policy we have issued
reflects critical input from the public. Specifically, OMB’s regular communications with groups
like the National Governors” Association and the National Conference of State Legislatures have
informed our guidance. In addition, we hold weekly conference calls with groups representing
State Auditors, Comptrollers, Treasurers, ClOs, and Budget and Procurement officers.
Representatives from OMB have also participated in the National State Auditors Association
Conference, the National Association of State Treasurers Conference, and the Association of
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Government Accountants Conference. OMB has also held “town hall” meetings with
representatives from agencies, States, and localities.

In short, we listen to feedback. We view ourselves as being part of an ongoing conversation with
Agencies, States and localities, and the American people, and we look forward to their continued
feedback over the coming weeks and months.

As we approach the October 10 reporting deadline and beyond, we will continue to focus on
exactly this sort of self-assessment. We will actively solicit feedback and think about how to
perfect the reporting process so that we can get the best information possible while avoiding
placing excessive burdens on recipients.

Between now and the deadline, we are running trials on FederalReporting.gov to make sure that
it will operate smoothly during the upcoming data collection period, while also working closely
with the Recovery Board to plan a series of seminars to train agencies and recipients about how
to use this new technology. We have already begun to explore options for expanding the system
so that if we do decide that any additional data elements are necessary, we will be able to
implement those changes efficiently.

After October 10, we will conduct aggressive outreach and fact-finding to see how the process is
working for recipients so that we can help them troubleshoot and determine whether there is a
need to collect further data elements and a capacity to do so without taxing the system beyond
the point that is productive.

We are committed to undertaking a thorough analysis of burden before making further decisions.
In doing this analysis, we will consult Congress to help us understand the nature of the reporting
burden at the local level, its potential impact, and strategies for overcoming these hurdles so that
critical spending data can be made available to the public.

Next Steps

Perfecting our reporting requirements and data collection will feature prominently in our efforts
over the next two 10 three months. These are important steps that we have to take in order to live
up to the President’s promise of transparency and accountability. However, we need to do so
without losing sight of the big-picture—putting Americans back to work, increasing
consumption and the demand for goods and services, and providing people with resources and
services that will help them to weather difficult times.

We have accomplished a lot in a short time, but we still have a long way to go, and we need to
steadily increase the pace of our Recovery Act work. The President and the Vice President have
outlined an aggressive agenda for the next two-to-three months with the goal of creating or
saving hundreds of thousands of jobs by the time that the second “hundred days” of the Recovery
Act are completed.

As we move forward into the summer and the final months of the fiscal year, we need to
continue to balance the conflicting pressurcs of speed, quality, and accountability. We are

10
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committed to doing what it takes to sustain that balance, implement the Recovery Act
effectively, and help overcome this recession and make progress towards long-term prosperity.

Is any of this easy? No. Is our work complete? Not even close. But are we on the right path?
Yes, without question.

The President is not satisfied - and will not be satisfied -- until we are adding jobs again,
providing Americans with the dignity of a job and a dependable income, and ensuring that
everyone who wants to can get to the middle class and stay there. That’s why we will continue
to do whatever is necessary to put Americans back to work.

Mr. Chairman, we know that, in times of past economic crisis, the government did not make the
solutions. Rather, government gave the American people the tools to fix what was broken.
Government catalyzed private enterprise. Government energized people and opportunity. That
is what we are working to accomplish again today.

I thank you, again, for this opportunity, and I look forward to answering any questions you might
have.



96

Chairman TowNs. Thank you very much.

We will now move to the question period. Each Member will have
5 minutes, and, of course, I will begin.

Mr. Dodaro, has the act helped to lessen the financial burden on
States, or are we currently in a wait-and-see mode?

Mr. DoDARO. In terms of the current financial crisis in the
States? I'm sorry, Mr. Chairman, I

Chairman TOwNS. Yes. Has the act helped to lessen the financial
burden on States, or is it too early to tell?

Mr. DoDARO. No, I think it’s clear that the Recovery Act has
helped in accomplishing one of its objectives, which was to help sta-
bilize State and local government budgets. I mean, the States are
under fiscal stress.

If I might, Mr. Chairman, there’s a chart that I brought here in
anticipation of this question. If you look at the solid line, this is
the estimated path of the Federal Government’s annual deficit. You
can see it’s on a downward trajectory under current expectations.
And this chart hasn’t been fully updated yet because we’re using
State data.

If you look at the trajectory for State governments in the aggre-
gate in terms of their fiscal condition to the Federal Government,
you get the dotted line on the bottom, which means that the States
and localities are on the same unfortunate trajectory that the Fed-
eral Government is with regard to a protracted period of time of
deficit situations.

So I think—and you can see the drop in 2009 there in the begin-
ning. And we report in our latest update that the State revenue
projections are falling short in virtually every State due to the eco-
nomic recovery. But this is not a short-term phenomenon, we be-
lieve, with the States and local governments, and there’s a long-
term 1sltructural problem with the Federal Government’s financing,
as well.

But, in the short term, the Recovery Act is helping the States
deal with their fiscal stresses. But we haven’t seen the full story
here that will unfold over the next few years.

Chairman TOwWNS. Now, in the 16 different States measuring the
progress of the implementation of the Recovery Act, in your opin-
ion, what is the greatest difficulty that may prevent States from
lloeir}?g ready to report on October 10th? What do you see as a prob-
em?

Mr. DopARo. I think the States face the same challenges that the
Federal Government faces in that the time objectives here, the
timeliness of the reporting and the accuracy and the completeness
of the reporting will be a stretch goal for the States, as well as it
will be for the Federal departments and agencies.

Now, I think OMB, in their latest guidance, has made a good
step to clarify a number of areas regarding the reporting area.
They’ve given some guidelines on data that’s required and what
formats. So I think that’s a good step in the right direction. We've
made some recommendations for OMB to continue to work with the
States to clarify some of the reporting guidance, give some exam-
ples of how it’s to be implemented.

But I think underlying it all is the timeliness of the reporting
and the accuracy and completeness of the reporting. I see that as
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the biggest challenge. And that’s why we recommended increased
support on the part of the Federal Government to help with the
oversight structures in the States.

Chairman TOwNSs. Right.

Let me ask you this, Mr. Nabors. How great is the risk of inac-
curate job creation and preservation numbers?

Mr. NABORS. Could you repeat that question, sir?

Chairman TowNs. Well, let me ask another one first. June guid-
ance, the definition of a full-time job is basically left up to the
States and other entities receiving Recovery Act dollars. How great
is the risk of inaccurate job creation and preservation numbers?

Mr. NABORS. I think with all of our data collection efforts we’re
very concerned——

Chairman TOWNS. Is your mic on?

Mr. NABORS. Yes.

I think with all of our data collection efforts we are very sen-
sitive about the possibility of incorrect or inaccurate data.

One of the things that we are planning on doing in order to fol-
lowup with State and local governments, in part based on rec-
ommendations from GAO and in part based on comments and con-
cerns that we’ve heard from the Hill and from the States, is we are
planning on doing a series of Web-based seminars so that we can
walk through with the States exactly what we are looking for in
terms of the various reporting requirements that we have, to help
clarify exactly what we intend to do and what we expect them to
report with regard to all of the data elements due in October.

Chairman TowNs. Could you be specific? When exactly do you
expect to have that?

Mr. NABORS. We are actually planning, I believe, to announce
today the specific dates on the Web-based seminars. And that will
be occurring in the next few weeks.

Chairman TOwWNS. My time is up. I have to respect the red light,
too, my staff just said.

Thank you very much.

I now yield to the ranking member, Mr. Issa.

Mr. Issa. Mr. Chairman, you know, now that the gentleman, the
Capitol Hill policeman who used to occupy C Street has retired,
you could, in fact, be known as the Red Light King, replacing him.
But I thank you for your holding us all to that high standard.
That’s an inside thing for those of us who tried to cross at that
street over the years.

Mr. Nabors, a quick question. If the Governors we're going to
speak to later, if they issue a retention bonus—in other words, new
dollars, additional dollars—to retain State employees, is that a job
retained, those dollars, in your opinion?

Mr. NABORS. I would have to look at explicitly what they are
doing, but I would not necessarily include it as a job retained.

Mr. IssA. OK, so you will come back to us with a written answer,
whether you're discounting that?

Mr. NABORS. Absolutely, sir.

Mr. IssA. Now, the American people are not enjoying cost-of-liv-
ing increases, for the most part. As a matter of fact, in many cases,
their pay is going down.
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If a State uses stimulus money to support a cost-of-living in-
crease across the board for State employees, would you discount
that, because if they didn’t receive it and chose to do a freeze on
cost-of-living increases, wouldn’t they, in fact, have retained every
job while not spending our money?

Mr. NABORS. Well, it’s not clear that Recovery Act dollars can be
used specifically for that purpose.

Mr. IssA. All money is fungible, Mr. Nabors. The question very
specifically, because I need to know your standard if I'm going to
appreciate the numbers that you say are so hard to get: If, in fact,
the assumption is that States are not using money for cost-of-living
increases but they do cost-of-living increases, isn’t that reasonable
to discount off the jobs saved, since not doing cost-of-living increase
is likely not to lead to mass losses and a 10, 11, 12 percent unem-
ployment, depending upon the State?

Mr. NABORS. I think that is a fair

Mr. Issa. OK. Well, I would appreciate, when your numbers come
back, if you’d address those two issues, of whether they were cal-
culated in or out.

Mr. Dodaro, your chart there—like most people who got business
degrees, we were required to take stats, and we hated it. But the
one thing I learned about statistics and a curve like that is that,
if you begin the start date at a particular time, any curve can look
like %lmost anything. That curve begins when, since it’s so far
away?

Mr. DODARO. I think it’s 2008. It’s 2008.

Mr. IssA. It’s 2009, isn’t it?

Mr. DobpARO. 2009 is the second data point where you see the
drop-off—oh, I'm sorry, excuse me. It starts at 2005, and then the
next data point is 2009. I'm sorry.

Mr. Issa. OK. So the big dip, what is that big dip year?

Mr. DoDARO. The big dip is the effect of the recession on reve-
nues, both at the Federal Government level and at the State gov-
ernment level, and, in addition, the additional Federal expendi-
tures for both the stability for the banking system as well as the
economic stimulus.

So it’s the net effect. This is the net deficit figures.

Mr. Issa. OK. I wanted to understand that because it is an un-
usual chart to see.

Mr. Nabors, I was very interested in your testimony and particu-
larly a statement which I'll read quickly that says, “Since almost
all States have to balance their fiscal budgets even in the face of
recessions, 40 have cut benefits and services”—which is why I
prompted the first question—“28 have raised taxes, and more are
considering both measures. These actions deepen the impact of the
downturn, but the cuts and tax increases would have been much
larger without the Recovery Act.”

Now, it seems like you're saying tax increases are bad there. Is
that true?

Mr. NABORS. I think in a time of an economic recession we be-
lieve that we should try to avoid additional tax increases.

Mr. IssA. OK. So you would join me in saying that the tax in-
creases with cap-and-trade last week were probably a bad idea in
Congress at a time of deep recession?
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Mr. NABORS. I don’t necessarily agree with that.

Mr. IssA. Oh, so you're out of step with the administration in this
statement.

OK. Well, I'll take it as appropriate that, in fact, tax increases
should be avoided, but I do have a question. When you say 40 have
cut benefits and services and more are considering both measures,
just taking the benefits and services as my final question, at a time
when there’s 10 percent unemployment, at a time when the burden
and the deficits—is it your opinion and the administration’s opin-
ion that these cuts are inappropriate? Or is it your opinion that
States should look for opportunities to cut any program that is not
essential in their services?

Mr. NABORS. I think the President has been very clear at the
Federal level, and we would look at this at the State and local level
as well, is that inefficient programs should always be reduced or
cut.

I think that the concern that we have right now is that the chief
problem facing the economy is a demand problem. We need to en-
sure that there’s appropriate amounts of goods spending going on
in the economy to make sure that the demand is increased so that
economic growth can actually occur.

What we are concerned about is that, because of the balanced
budget amendments in various States, that States are making un-
wise choices right now simply to balance their budget, not based
on the relative success or failures of particular programs.

Mr. IssA. Thank you.

And thank you for your indulgence, Mr. Chairman.

Chairman TowNs. Thank you very much.

I now yield 5 minutes to the gentleman from Maryland, Mr.
Cummings.

Mr. CuMMINGS. Thank you very much, Mr. Chairman.

Mr. Dodaro, let me ask you this. You were talking a little bit ear-
lier about—you showed the chart, you were pointing to the chart
and showing how the Federal economic situation is and then com-
paring it to the States.

Mr. Nabors just mentioned something that’s so significant.
States, many of them—I guess all of them, most of them, have
some kind of requirement that they have a balanced budget. That’s
a real problem, isn’t it?

Mr. DobpARO. Well, it’s

Mr. CUMMINGS. The reason why I'm trying to make this compari-
son is, when they are trying to balance a budget, and they've got
to have one, that is kind of an unfair comparison, isn’t it?

Mr. DODARO. Well, we're not trying to compare it from the stand-
point of saying that it’s not a difficult challenge. In fact, most of
the States in the discussions we’ve had with them—and I have a
lot of contact with State auditors, as well. What we’re trying to il-
lustrate is that the States are going to be under fiscal stress.

So the challenge for them to balance their budget right now is
difficult, and it will be difficult for the foreseeable future based on
these trends. So we’re trying to just illustrate it that they have a
significant challenge ahead of them that’s similar to the Federal
Government’s challenge in dealing with its deficits.
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Mr. CUMMINGS. And so, Governors play a very significant role in
this process, is that right?

Mr. DoDARO. That’s definitely true.

Mr. CuMMINGS. And on that note—I know our Governor from
Maryland will be testifying shortly, Governor O’Malley, who has
done an outstanding job with regard to this stimulus program.

But, speaking of Governors, Mr. Nabors, in Governor Rendell’s
written testimony—I don’t know if you've seen it, but he comments
on behalf of the National Governors Association. Governor Rendell
expressed concern that Governors are not informed when Recovery
Act funds are sent from a Federal agency directly to recipients lo-
cated within their State. For instance, the Department of Housing
and Urban Development approves and sends funding directly to
local public housing authorities.

GAO recommended in its April 2009 report and again in their re-
port today that OMB take steps to notify States of such funds flow-
ing into a State. Mr. Dodaro just said that Governors play a signifi-
cant role. We’'ll have three of them here in just a few minutes.

The question becomes, why has not GAO taken on those rec-
ommendations and done that?

Mr. NABORS. Well, I think as we continue to work on developing
our relationships with our State and local partners and with our
Governors, we are looking at the mechanisms by which we can do
that. We take GAO’s recommendation very seriously. And I think,
going into the future, you will see us do a better job of informing
the Governors when those types of allocations are made.

Mr. CuMMINGS. Is that a—I take it that now that you have made
that twice, GAO, I guess that’s something very significant? Is that
right?

Mr. DoODARO. Yes, Congressman Cummings. The reason it’s im-
portant is that the States are going to be in a position to make de-
cisions themselves on how to fund money at the local level, and, if
they don’t know what Federal money is going directly to the local-
ities, there could be some duplication, there could be gaps. And,
also, I think they feel some level of responsibility for understanding
the full impact of the program.

So we think it’s very important. We’re going to continue to keep
making the recommendation until it gets implemented.

Mr. CuMMINGS. Well, no, no, no, no, no. You can’t keep making
recommendations and they not be followed.

I would suggest, Mr. Nabors, that you adopt the President’s
words, the “urgency of now.” Because we are holding these Gov-
ernors responsible, and if they don’t even know what’s going on
with regard to money coming into their States, I think that’s very
unfair to them, very unfair. And I think we want to be most effec-
tive and efficient with these funds, and we don’t want folks saying
that they’re not being used properly. So basically what happens is
that if they don’t know where the money is going, they can say,
well, we don’t know. We don’t want that position.

And I guess the reason why I'm spending so much time on this
is that the recommendation’s already been made twice, and we’re
still talking about, “We’re thinking about it,” “We are trying to fig-
ure it out.” No, no, no, time out. We’ve got to do it.
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Mr. NABORS. Well, Mr. Cummings, let me be clear on this, then.
I have heard what you have said, and we will go back and we will
find a way to implement that recommendation.

Mr. CUMMINGS. So do we have a deadline then? Can we set a
deadline? Because around here you could be next year doing it.

Mr. NABORS. It’s not going to be next year. I need to go back and
talk to our technical folks and figure out. But you will receive a
phone call from me, and I will tell you specifically how we are
doing it and when we are doing it.

Mr. CUMMINGS. Would you give it in writing to the chairman,
please?

Mr. NABORS. I would be happy to do that.

Mr. CuMMINGS. Thank you.

Mr. Dodaro or Mr. Nabors, there have been reports that the De-
partment of Transportation, specifically Federal highway infra-
structure investment programs, are running much smoother and
quicker than many of the other programs under the Recovery Act.

Can you comment on this observation? What exactly has DOT
done differently from other Federal agencies, and how can DOT’s
best practices be implemented across other agencies that may have
greater challenges?

Mr. Dodaro.

Mr. Doparo. First, I would say—I mean, the Department of
Transportation has a set program that’s been in existence for a
number of years, and so they’re following that same basic Federal
program. So they really have not had to make that many adjust-
ments for the Recovery Act purposes.

Mr. CUMMINGS. So they basically were already set to go.

Mr. DoDARO. Right, right.

Mr. CumMMINGS. OK. And so these other programs, they’ve had to,
sort of, create to use the money; is that what you’re saying?

Mr. DoODARO. Yes. I mean, some of the programs, like the State
Stabilization Fund, is brand-new. I mean, that’s a brand-new ef-
fort. The Medicaid matching has gone smoothly, as well. So I
wouldn’t want to say that the highway program is the only pro-
gram that’s operated effectively. Where there have been existing
programs in place, they’ve carried out their normal processes, and
that’s helped to distribute the money quicker.

Mr. CuMMINGS. Thank you, Mr. Chairman.

Chairman TowNs. Thank you very much.

I now yield 5 minutes to Mr. Turner of Ohio.

Mr. TURNER. Thank you, Mr. Chairman. I thank you for holding
this i(linportant hearing and the important issue that we have facing
us today.

And, Mr. Nabors, Mr. Dodaro, I want to thank you for being here
and the tough work that you have, for both of you.

I know that everyone wants this money to be spent wisely. They
want this money to be spent in a way that moves the economy for-
ward and in a way that creates jobs. Now, personally, I voted
against the stimulus dollars, and I voted against them because I
thought that the purpose was not well-defined, that it would create
a lot of waste, and that there would be spiraling deficits.

So, in knowing what the framework was of the original bill and
the authorization of these dollars, I personally believe that your job
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is that much more difficult to try to fashion out of the stimulus
package funding and approval for projects that will actually
achieve its goal. And we want you to be successful in that goal.

Mr. Nabors, I was looking at your written testimony, and you
have told us that “the role of the Office of Management and Budget
is to coordinate the nuts and bolts of the Recovery Act implementa-
tion within the executive branch and make sure that these imple-
mentation efforts are consistent with the act’s mission and the
President’s priorities.”

So, today, my question to you is going to be pretty important and
goes directly to what your responsibilities are even in your testi-
mony.

I represent the Third District of Ohio, and in that district, a com-
pany that had been located in our district, with its corporate head-
quarters for over 100 years, NCR, recently made an announcement
that it would be relocating to Georgia, to some suburbs around At-
lanta, Georgia, and communities around Atlanta.

News reports indicate that Columbus, GA, plans to use stimulus
dollars as part of the implementation package for the relocation
dollars that were offered to NCR to move these jobs from Ohio to
Georgia.

Now, as you know, Ohio’s economy has been significantly im-
pacted. Hundreds and thousands of jobs are being lost throughout
Ohio, and this corporate headquarters has 1,200 jobs that will be
moving from my community to Georgia.

Obviously, my community is very upset about the prospects of
stimulus dollars—dollars that, in fact, they will have to pay for—
being used to fund the relocation of jobs from their community to
another.

Now, I believe this is a nonpartisan issue. The Governor of Geor-
gia is a Republican, the Governor of Ohio is a Democrat. The Gov-
ernor of Ohio thinks this is the wrong thing to do; I'm assuming
the Governor of Georgia thinks this is the right thing to do. I'm a
Republican; our President is a Democrat. I believe that three out
of four of those ought to believe that this is the wrong use of stimu-
lus dollars.

So my question to you, Mr. Nabors, the individual who fashions
the guidance and implementation, is, is this an appropriate and al-
lowable expense under the stimulus guidelines? And once the ad-
ministration knows that a State or community intends to use stim-
ulus dollars to, in effect, buy or steal jobs from one community to
another, how do you stop it? How, Mr. Nabors, can you assure the
people of Ohio that their stimulus dollars, their tax dollars that
they’re going to have to pay back with interest, are not being used
to merely move jobs from one State to another?

Mr. NABORS. Well, let me answer your first question first.

I don’t have the specifics on this example, but it is disturbing.
Based on what you have just said, that does not sound like an ap-
propriate use of recovery dollars. As the ranking member has
pointed out, dollars are fungible, and I would like to get smarter
about exactly what dollars were used to do what.

With regard to your second question—but before I leave, let me
say that I will followup on this specific example. I will talk to our
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general counsel and I will talk to people at OMB to find out specifi-
cally what happened in this case.

With regard to what tools OMB and the administration has with
regard to the way specific dollars are spent, there have been var-
ious instances that have come up through the last 4 months where
we have expressed concern about the way certain States or certain
local communities have proposed to use their funds.

In certain instances, we believe that we actually had the author-
ity to stop the use of those funds, and we’ve exercised that use. In
other instances, based on the existing statutes and the existing
legal authorities, we've had less of an ability to stop the funds, but
we've tried to make it very clear that we do not think that is an
appropriate use of Recovery Act dollars and goes against the spirit
of the dollars. And I think the Vice President has been very clear
in those types of instances.

I'd like to go back and look at this example more specifically and
be able to get back to you on that.

Mr. TURNER. I would appreciate that.

I'll give you a copy as you leave, also a copy of a June 3rd letter
that myself and the minority leader, John Boehner, sent to the
President detailing this issue when it came to light, when the an-
nouncement was made in the news media by officials in Georgia of
their intent to use these dollars. We’ve not received a response to
this yet, and I'd appreciate your attention to it.

Mr. NABORS. Will do.

Chairman TowNs. The gentleman’s time has expired.

I now yield 5 minutes to the gentleman from Massachusetts, Mr.
Tierney.

Mr. TIERNEY. Thank you, Mr. Chairman.

The Government Accountability Office, Mr. Dodaro, indicated
that in Massachusetts and the Boston school officials noted a dif-
ference between the guidance that the Department of Education
was giving and the goal that was in the Recovery Act. The goal in
the Recovery Act on education funding is job creation, and the
guidance that the Department of Education was giving was that
districts should invest those one-time funds thoughtfully to mini-
mize the funding cliff that would occur once the funds are no
longer available.

So I want to ask each of you a question on that, especially since
the Title I funds are said by the Education Department to be only
for limited purposes. So, Mr. Nabors, what’s your impression of
that, sort of, seemingly contradiction on that?

Mr. NABORS. Well, I think that the bridge between the contradic-
tion is that we always view the Recovery Act as being a short-term
effort. The President has been very clear that we need to get the
economy jump-started. We need to expend resources now to actu-
ally get that started. But, over the long term, the funding levels
that are contained within the Recovery Act should not be thought
of as permanent.

And what we are asking States to do is to do the things nec-
essary to maintain the employment that they have currently, but,
at the end of the day, they can’t count on these funds being here
in 2011, 2012, 2013. This is a short-term stimulus program in
order to jump-start the economy.
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Mr. TiERNEY. All right. I'm not certain I see the bridge.

Let me ask you, Mr. Dodaro. I mean, what do you propose States
do in order to meet those two criteria, one of job creation and the
other of making sure that they spend the money so that they aren’t
falling off of a cliff, so to speak, when the money is no longer avail-
able?

Mr. DODARO. Yeah, I think the act gives great flexibility to the
States in order to do that. In a number of areas, there are multiple
objectives—often, as you're pointing out and we’re pointing out,
some of the officials, conflicting objectives and some tensions be-
tween what to do. And I think it depends on the specific cir-
cumstances of those State and local levels in order to understand
what would be the best use of the money, from their perspective.
And, if they have questions, what we've urged is greater commu-
nication between the Federal departments and agencies and the
State and local governments.

So, you know, I think some States are having a lot of fiscal stress
right now. They would have to lay off teachers, whatever. I think
they’re in a different situation than other States that aren’t in that
situation. But they have to balance these objectives.

Mr. TiErNEY. I think what they’re doing is having trouble bal-
ancing the objectives.

Mr. DoDARO. I agree.

Mr. TIERNEY. What I'm looking for in the question was a little
guidance here. What they’re finding is that there’s one intent,
where the money was to be used to retain jobs, and the other in-
tent is that just means that in the next year twice as many jobs
are going to have to go by the by because the money is gone. Then
they haven’t really used the money for a long-term purpose.

Neither one of you seem to be able to meet that crossover there,
probably deal with both of those issues. But if you think about it
a little bit and want to share something, I would be happy to share
with my districts who are in that dilemma and appreciate that.

Mr. Nabors, on the reporting and transparency aspect of it, we
have had some communication with your office on the idea that you
do require in your guidelines that when the money goes to the Fed-
eral, to the State government, that is all reportable; when it goes
from the Federal Government to a city or town, that is reportable.
But your requirement guidelines that if the city or town puts it out
to a contractor or subcontractor, that information is reported as
well. The statute allows for that.

When do you think your guidelines will push a little further
down to make that mandatory?

Mr. NABORS. We have done two things. The first thing our guid-
ance did in response to some of the concerns that you raised was
we did push the system as much as we thought we could do right
now, and we are collecting vendor information from the subrecipi-
ents at the point. So to the extent that cities are hiring vendors,
for example, in weatherization types of activities, we will be captur-
ing that type of information.

We are also designing our systems such that in the future, as we
get better information from State and local governments, we will
have the capacity to grow our system to collect that subcontract in-
formation.
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Mr. TIERNEY. Right now, you only require the identity of the ven-
dor.

Mr. NABORS. Correct.

Mr. TIERNEY. Wouldn't it be useful to have not only the identity
of the vendor but also the amount of money that they received and
the location of where that vendor is?

Mr. NABORS. Those are all things that we are looking at possibly
expanding. We thought that in talking to the Recovery Board, the
things that they emphasized to us the most was, “please don’t let
the audit trail go cold,” we at least need the identity. And we
thought that from what we have heard from a number of smaller
communities in particular, this information is very hard to track
normally, so even maintaining just the vendor names was going to
be difficult.

But in terms of ensuring that the Federal Government, GAO, the
Recovery Board, the IGs have the ability to follow the money chain,
that getting the vendors’ name was absolutely critical. We are
starting with that, but that won’t be the end.

Chairman TowNs. I yield to Mr. Chaffetz from Utah.

Mr. CHAFFETZ. Thank you, Mr. Chairman. I appreciate it.

Thank you both for being here. I know you want to do what is
best for the United States of America, and we appreciate that. But
I do have some questions, particularly for Mr. Nabors, if I could.

How many jobs have been created?

Mr. NABORS. Based on the last estimate that we have done, the
Recovery Act created 150,000 jobs.

Mr. CHAFFETZ. And how do you come up with that number?

Mr. NABORS. At this point what we are doing is we are using an
economic model created by the CEA. The specifications behind that
model are similar to the specifications that we developed in terms
of describing the impact that the Recovery Act would have when
we were first pushing for the——

Mr. CHAFFETZ. In the essence of time, that formula—if you could
share with us in writing what that formula is and how you could
achieve that, I would be fascinated to see that.

Mr. NABORS. I believe that the CEA report is on line, but we will
share it with your committee.

Mr. CHAFFETZ. How many jobs have been saved?

Mr. NABORS. We do not make a distinction between the jobs cre-
ated and jobs saved.

Mr. CHAFFETZ. Why not?

Mr. NABORS. I think it becomes increasingly difficult from a
macrolevel to make that determination. What we are able to say
is, based on looking at what we believe the trends of the economy
are, we can say—we can compare what the Recovery Act is doing
and how many jobs currently exist versus what we were
predicting——

Mr. NABORS. Yes.

Mr. CHAFFETZ. If you look over at this chart here, right, the goal
was jobs, jobs, jobs. And you look at that unemployment number,
and you claim that we are slowing the free fall; how can you justify
that number?
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Mr. NABORS. I think—let me start with two points. We are not
happy with the unemployment number. The unemployment
number

Mr. CHAFFETZ. I understand that. My question is how do you jus-
tify saying that you are slowing the free fall?

Mr. NABORS. I think what we would do is we would look back
at the job loss that we saw in the first quarter, which was ap-
proaching 700,000 jobs a month, and look at where we are right
now. We are not happy with the job——

Mr. CHAFFETZ. I know you are not happy. We are not happy ei-
ther. But the projections that the administration put forward and
what would happen or not happen if we did or didn’t do the stimu-
lus are dramatic. They are unacceptable.

Mr. NABORS. We believe that the job loss is unacceptable as well.

Mr. CHAFFETZ. The President is quoted as saying that the stimu-
lus “has done its job.” Is that true or not true?

Mr. NABORS. We believe this stimulus has had the impact which
we had predicted, which is job creation.

Mr. CHAFFETZ. The Vice President said—I think it was just yes-
terday—that it hasn’t had the impact.

Mr. NABORS. I think what the President said is accurate. The
President has made it clear that——

Mr. CHAFFETZ. That it has or has not done its job?

Mr. NABORS. The President has said two things: One, he has said
that we did not have full information at the time concerning the
growth of the economy; and two, that the Recovery Act has had an
impact in putting people back to work.

Mr. CHAFFETZ. I still do not understand how you justify that it
is “slowing the free fall.”

On page 3 of your written testimony, you said the Recovery Act
extends or expands programs like unemployment insurance. Does
unemployment insurance create or save a job?

Mr. NABORS. Unemployment insurance ensures that people have
money to——

Mr. CHAFFETZ. I recognize there are benefits to it, but the ques-
tion is: Does it create or save a job?

Mr. NABORS. We believe that any dollar spent in the Federal sys-
tem will create or save a job, because what is going on is we are
putting dollars into people’s pockets to spur demand.

Mr. CHAFFETZ. What about Social Security income and FMAP?
Because the rest of your quote is, “These programs account for
about 29 percent of total Recovery Act funds.”

If 29 percent of the Recovery Act funds are being used for these
three things that you cite, do they directly create or save a job?

Mr. NABORS. They directly put money into the economy so that
demand can be increased. Absolutely.

Mr. CHAFFETZ. But they do not, dollar for dollar, save or create
a job.

Mr. NABORS. I don’t see how you can say that, because every dol-
lar spent—when you go to a store and spend a dollar, that is a dol-
lar more that the business will have in terms of profits in order to
eit}%fqr ensure that a business doesn’t shut down or to hire new
staff.

Mr. CHAFFETZ. My time is short here.
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Going to the very end of your testimony on page 11, second to
last paragraph. “Mr. Chairman, we know that, in times of economic
crisis the government did not make the solutions. Rather, govern-
ment gave the American people the tools to fix what was broken.”

What tools have you given the American people to fix what is
broken?

Mr. NABORS. I think that what we are doing is the following:

One, we are ensuring that in the short term, that people who are
out of work or who are facing difficult economic situations have the
resources in order to sustain their current existence.

The second thing we are doing is we are putting—we are creat-
ing job opportunities through infrastructure projects and the like,
to make sure there are jobs for people.

Mr. CHAFFETZ. But what tools are we giving the American people
to fix what is broken?

Mr. NABORS. And third, we are providing tax relief in the short
term, the broadest tax cut in American history through the Making
Work Pay.

Mr. CHAFFETZ. I would happen to agree with you that tax relief
is probably the No. 1 thing we can do to stimulate the economy and
get people back to work.

Thank you, Mr. Chairman.

Chairman TOwWNS. I now recognize the gentleman from Illinois,
Mr. Quigley, for 5 minutes.

Mr. QUIGLEY. I wasn’t here for this vote, for this package. So it
is easier to second guess or use hindsight; I just don’t think it’s ap-
propriate.

Watching from afar, it was easy to understand the exigency of
what was taking place, the extraordinary circumstances that
haven’t been seen in 80 years in this country, probably, from a fi-
nancial point of view.

So I also think it is important to recognize the obvious, that be-
yond the attempt at laser-point precision of how many jobs were
created or retained, what is being said here today is that it had
more than one purpose. And it is also important to recognize that
previous administrations have attempted, often, to calculate the
number of jobs created, retained with their programs. It has been
borne out that this is extraordinarily difficult to do.

So gentlemen, I recognize that having said all of that and rec-
ognizing that this program needs to move forward, I do have con-
cerns, to a large extent at the State level, we are flying blind. You
yourselves have talked about their cutbacks from auditors and peo-
ple who would be, I guess, called fiscal watchdogs, given the vast
amounts of dollars and the speed at which it had to go out.

What is your best guess on timeframe to do things you started
talking about: clarification on rules, Internet access—which was
talked about in the GAO report—improved communication, and a
specific understanding of what the States can and can’t do?

Both of you would be great.

Mr. DopARro. I will start with our recommendations.

There is a process in place called the Single Audit Act. It was
passed in 1984. And it is a primary accountability vehicle for over-
seeing State use of Federal funds that have been provided along
with States’ use of money. The Single Audit legislation could be
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modified here and guidance put out to make it a more effective,
timely tool for Recovery Act purposes. From our perspective at
GAO, this is a potential huge missed opportunity unless the guid-
ance is changed to require earlier reporting.

If I might put up the chart on the distribution of funds, please.

What this chart shows, Congressman, that a lot of the money at
the State and local level—not that one. The one by year. Shows
that most of the outlays to the States and localities will occur in
2010 and 2011. So there is an opportunity to look at what controls
are going to be in place over those moneys, up front, through the
Single Audit Act. But guidance needs to be modified and the audi-
tors need to be funded to do the work. This is a very important in-
vestment, could pay big dividends down the road.

Second, there is a need for continual dialog between OMB and
the States, to communicate with the States and provide them infor-
mation, particularly on the amount of money going directly to the
localities in their State, not going through the State entities.

And third, there needs to be some flexibility given to States to
make sure they have the proper systems and the proper people and
the safeguards on the management side on the programs that are
being funded, to have adequate management oversight.

Some strengthening of those things is important.

Mr. QUIGLEY. Are you talking about dictating that?

Mr. DODARO. I am talking about, in part, giving requirements for
early internal control reporting, and funding it. But unless that is
done, OMB has certain flexibilities administratively. Some of this
could be done legislatively. H.R. 2182, it is important that gets
passed as well.

Mr. QUIGLEY. It would appear that there are almost no ramifica-
tions for not following the rules a, because the rules seem loose or
not tight enough; and b, because there are no actual restrictions on
what will happen if you don’t use the money in the way we de-
scribed.

Mr. DODARO. There are some areas where if money is not obli-
gated, it can be redirected; for example, in the highway area. But
most States have met those requirements. And there are some
maintenance-of-effort requirements that the States maintain their
spending both for highways and education. We are following those
requirements to make sure that they are met going forward.

But by and large, your point is right. And that is why it is impor-
tant to have these safeguards in place.

Mr. NABORS. We are very sensitive about the concerns that GAO
has raised, and for the most part we agree. We are supportive of
the chairman and ranking member’s bill to increase the funding
that would be available for administrative types of activities, and
we are looking to what extent we can relieve some of that pressure
administratively.

I think we want to continue to explore options with regard to sin-
gle audits. We believe that the single audit is a key component of
appropriate oversight. We do have some concerns about how quick-
ly and effectively we can shrink the reporting deadline, but it is
something we want to work very closely with GAO and State audi-
tors.
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With regards to communications, we couldn’t agree more with
the comments that GAO has made or the committee has made. The
State and local governments are our partners. Every day we are
trying to improve our communications. It is not something where
traditional mechanisms have worked.

So we are exploring new options, such as doing more work
through the Internet and making ourselves more available to con-
ferences; the NCSL, the NGA, wherever we can find opportunities
to communicate directly with our State and local partners, we are
going to take advantage of those efforts.

Chairman TowNS. The gentleman’s time has expired.

Mr. QUIGLEY. Thank you, Mr. Chairman. If someone could follow-
up and talk about the Internet a little bit more.

Chairman TOwWNS. I now yield 5 minutes to the gentleman from
California, Mr. Bilbray.

Mr. BiLBRAY. Mr. Nabors, Patrick and I are sailors. If you look
at the course that—basically the graph off over here to your left—
and look at it as being a course that is projected by a navigator,
as opposed to the course that is actually steered, according to that
course our navigator was 80 degrees off course. From what was
projected by the administration to what really happened was 80 de-
grees off.

Now, I don’t know about you, but I am not so sure I would get
on a ship or a boat with a navigator with that kind of navigation
skills. So the projected course of our economy, our job market, and
the actual course were 80 degrees off.

Now, do you really think that is an example for the future, that
the same navigator ought to be used in the future? Or do we have
to go back and take a look at who predicted the course that we
were setting, because it definitely wasn’t anywhere close to the
course that we have taken?

Mr. NABORS. Well, sir, I am not a sailor so I wouldn’t get on any
boat with me.

But with regards specifically to the economic projections, what I
would say is that the projections that the administration made at
the time were fully consistent with the Federal Reserve Board, out-
side economic analysts, people like Mark Zandie, and private sector
analysts.

What happened was something that was unpredicted by any of
the observers at the time.

Mr. BILBRAY. In other words, the experts were all wrong and had
no idea what they were talking about at the time because, obvi-
ously, we are talking a right-hand turn being made, or a lack of
a right-hand turn, when you are predicting we were going to take
a hard to starboard. And we kept full bore, basically, the pattern
we were going otherwise, and did not see any change in the course
set by the job market after we committed a trillion dollars in stim-
ulus.

Mr. NABORS. I think the general economic consensus was that
the economy was going to be bad. I don’t think anybody predicted
it was going to be as bad as it was.

Mr. BILBRAY. So we accept that. The experts didn’t know what
the hell they were talking about at the time they predicted this.
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Mr. NABORS. I think predicting economic performance is always
difficult.

Mr. BILBRAY. One hundred fifty thousand jobs created or saved;
how much money have we spent?

Mr. NABORS. Based on the most recent information that we have,
we have obligated $57 billion.

Mr. BiLBRAY. How much of that per job?

Mr. NABORS. I can do the math real quick, but I haven’t done the
big calculation completely.

Mr. BILBRAY. I think that is least—if we are going to claim—it
is kind of interesting the way we work this thing, because the
credibility of this administration is going to be threatened if we do
not come up with the facts and justifications for the people.

We already saw what happened before with the previous admin-
istration, when you didn’t have people that were willing to call
down the previous administration for making statements they
couldn’t verify. We want to make sure the new administration
doesn’t fall into that same trap, because credibility means a lot
during this crisis. And frankly, with this navigation course, this
promise that was made 5 months ago or 3 months ago or 6 months
ago, and then seeing what reality is, you see why the average citi-
zen doesn’t believe the so-called experts in Washington, including
the new administration, if that is the kind of result we are going
to have.

I think that we need to justify how much money we are spending
and where are the jobs saved and where have they been preserved.
And I think we have a major credibility crisis here, and I think we
just can’t continue to say that—just because you keep saying it
doesn’t make it right and doesn’t make it the truth. And the Amer-
ican people are sophisticated enough to know that Washington is
not going to be able to sell its bill of goods when you end up with
a failure rate of over 50 percent when you are going to hard to port
when you are saying you are going to hard to starboard. No man
in the world would get on a ship or a ship of State and follow this
navigation for the future. So I think we need to straighten this out.

Mr. IssA. Would the gentleman yield? Mr. Nabors, I just have
one followup question on the gentleman. And I, too, am not a sailor
so I won’t go that way.

How many jobs are created when you obligate money?

Mr. NaBORS. The CEA estimates that roughly $92,000 of govern-
ment spending equals one job.

Mr. Issa. OK. But let me go through that. I understand if I start
handing out $92,000, I can get a lot of people to work for me for
a year each. But when you obligate, don’t you create no jobs? And
when you spend, you create a job. I mean, obligating is an interest-
ing term because it is the amount that, in fact, is disbursed that
creates a job, at least for that day. Isn’t that right, that obligating
alone creates no jobs?

Mr. NABORS. That is correct. We have obligated $158 billion, and
we have outlaid, actually spent, about $57 billion.

Chairman TowNs. The gentleman’s time has expired.

I now yield 5 minutes to the gentleman from Illinois, Mr. Foster.

Mr. FOSTER. I have a specific question regarding the weatheriza-
tion formula. And it is my understanding there is a formula that
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allocates funds among different States. Have you been able to de-
velop whether—an opinion whether that formula is actually all
right in the sense of you are actually putting weatherization funds
where you are going to save BTUs?

And as a follow-on to that, is there a system in place for actually
tracking the energy savings that are occurring as a result of this
program?

Mr. DopARO. I will yield to Mr. Nabors on the details of the pro-
gram. We at GAO have, just in this last 2-month assessment, start-
ed looking at how States were using weatherization. So far only
about 10 percent of the money had been allocated to the States to
begin planning activities there. More money is going to be coming
down the road. We have not yet looked at the allocation formula
yet. We will be happy to do so, and also look at the measures of
performance.

Now the agencies—OMB has allowed the individual agencies to
identify performance measures beyond jobs created or saved, and
so we will be looking at that going forward. But since that program
is just getting started, so is our work.

Mr. FOSTER. In a similar vein, in The Economist about a month
ago, I believe they were reporting work from the Peterson Institute
that indicated that the technologies that we were subsidizing as
part of the AARA had costs of between, I believe, $60 and $140 per
ton of carbon averted, which makes them not very promising in
terms of—I was wondering, are we putting in place a mechanism
to track how effective we will be at actually avoiding greenhouse
gases in programs where that is a goal?

Mr. DopARro. I will defer to Mr. Nabors on that.

Mr. NABORS. That is one of the things that we are looking at as
far as developing performance metrics for all of our programs.

Mr. FOSTER. So they will extend to the environmental goal as
well as to the job creations?

Mr. NABORS. Correct.

Mr. FOSTER. A little more on this economic modeling. I would
like to say I am at least one Member of Congress who understands
that the predictive power of these models in a differential sense is
much better; that they are more accurate at predicting the dif-
ference between turning a policy option on and off rather than just
the absolute predictive power, which was missed in terms of the big
downturn we had.

And the CEA model that you reported, is it similar to the Zandie
model?

Mr. NABORS. It is.

Mr. FOSTER. I have looked in some detail at the formulas behind
the Zandie model, and it was not entirely satisfactory, frankly, on
things like the interest rate models going out and stuff like this.
Are the CEA reports or the details of that model, are they pub-
lished?

Mr. NABORS. They are available on our Web site, and I will pro-
vide it to the committee for the record.

Mr. FOSTER. Another thing that we ought to be tracking is the
fraction of jobs that are created offshore in this. So, for example,
when we put a lot of money into health IT, obviously we are going
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to buy a bunch of Chinese-made computers. If we put a lot into
Smart Meter on grids, most of those are produced offshore.

And so I was wondering, are we actually separately tracking the
jobs created onshore versus offshore for the different programs?

Mr. NABORS. We are not currently. Currently we are only at-
tempting to estimate the number of jobs created within the United
States.

Mr. FOSTER. I guess those are my questions.

I yield back.

Chairman TOwNS. I now recognize the gentleman from Indiana,
Mr. Burton.

Mr. BURTON. Thank you, Mr. Chairman.

Mr. Nabors, I served with Ronald Reagan during his administra-
tion, and when he came into office we had 12 percent unemploy-
ment and 14 percent inflation. And he decided against some of his
economists’ recommendations to cut taxes instead of just throwing
money at everything. And as a result, we created millions of jobs
in one of the longest economic expansions in U.S. history. And the
economy at that time was as bad or worse than it is right now.

Now you said, and Mr. Issa quoted you, you said since almost all
States have to balance their fiscal budgets, even in the face of re-
cession, 40 have cut benefits and services and 28 have raised taxes
and more are considering both measures. These actions deepen the
impact of the downturn.

It sounds a little bit like you may have agreed with what Presi-
dent Reagan did, because instead of raising taxes which would
have precipitated a bigger downturn when we had 12 percent un-
employment and 14 percent inflation, he chose to cut taxes. And he
believed that if you did that, you would get more disposable income
to individual citizens, their families, and to businesses so that they
could make more investment in their businesses, in plant equip-
ment, and it would create more jobs. People would have more
money to buy more products; therefore, you create more jobs be-
cause they had to be produced.

So what I can’t understand is why we’re are doing what we are
doing. The President has proposed raising taxes on health care. It
is going to hit everybody. I mean, I think everybody in the place
knows that. He’s talking about a carbon tax for cap-and-trade that
is going to cost the average family about $3,100, $3,200, maybe
$4,000 a year. We have already appropriated—authorized and ap-
propriated $787 billion for the stimulus package, $350 billion for
the omnibus, $54 billion so far for the auto bailout. And, of course,
the stimulus is $787 billion, and now you’re talking about another
stimulus.

How can you square blowing all of this money when it is not cre-
ating jobs? Vice President Biden said the stimulus created 150,000
jobs, and President Obama asserted on June 8th that the stimulus
would create 600,000 jobs over a hundred days. And they said it
wouldn’t go above 8 percent when you started throwing all of this
money at it, and now it is 9% percent.

It seems like the approach that Reagan took was the more realis-
tic approach because it let people make the decisions and let com-
panies make the decisions on how to get themselves out of that
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mess instead of having the government trying to do everything.
And I just want to quote a couple things real quick.

Here’s where some of this money is going. Did you know the
Florida Department of Transportation is planning to spend $3.4
million recovery funding on the road-crossing for turtles and other
animals on U.S. 127; that in Minneapolis they are going to spend
$2 million for the theater for dance and music events; that in Kan-
sas the Tall Grass Prairie National Preserve’s new visitor center
and pedestrian bike project over the highway is going to be—they
are going to spend how much on that—a couple million. A million
dollars in Michigan for decorative sidewalks and crosswalk plant-
ers, landscaping, and so on and so on.

It just seems to me that a more realistic approach to solving the
problems—and I hope you will carry this back to the administra-
tion—would be instead of throwing money at it and talk about an-
other stimulus package, we should be cutting taxes, stimulating
economic growth by letting people have more of their own money
to spend, and letting businesses have their money to invest in
things they need to be invested in, instead of this sort of stuff, so
they can expand their business and sell their products.

You can respond.

Mr. NABORS. I will take your comments back to the administra-
tion. I do feel the need to clarify a few points.

No. 1, no one in the administration is talking about a second
stimulus at this point. What we are focused on right now is imple-
menting the Recovery Act that Congress has already passed, and
doing the best that we can with the dollars you’ve entrusted us
with. So that’s where our focus is right now.

Second, with regard to the way the package is actually struc-
tured. I think it’s important to note that over one-third of the pack-
age is actually focused on dedicated targeted tax relief, which we
believe is a part of a very balanced package to——

Mr. BURTON. Pardon me for interrupting, but Laura Tyson yes-
terday did mention a second stimulus. I just thought I would clar-
ify that.

Mr. NABORS. Laura Tyson is not an administration official.

Mr. BURTON. She’s an economic adviser.

Mr. NABORS. She’s an outside economic adviser. She does not
work for the administration.

But to clarify, the package that was signed into law actually does
include what we believe is effective tax relief for the middle class,
and we think it will have benefits. But in addition, because of the
output deficiencies that the economy is currently facing, spending
has to be part of the equation. And what the President has said
is that over the long term, this spending—we need to bring the en-
tire Federal budget back under control.

So I recognize the point that you were saying that there has been
a lot of spending that has been done, and it’s something that the
President is very sensitive to and very focused on. It’s one of the
reasons why he is pushing so hard to make sure that comprehen-
sive health care reform is completed.

Over the long term, the key to long-term deficit reduction is
going to be bringing our health care costs under control. In addi-
tion, we made it very clear that the Recovery Act spending is some-
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thing that we are looking at as a short-term stimulative impact
into the economy. It is not something that we believe is sustainable
over the long term, or even visible over the long term.

Chairman TowNS. The gentleman’s time has expired.

I now yield 5 minutes to Mr. Hodes from New Hampshire.

Mr. HODES. Gentlemen, thank you for being here.

The Recovery Act was put in at a time of global financial collapse
and severe economic distress in this country, and we are still facing
a stubborn recession.

I am a sailor, and I know that sometimes when you set course
from point A to point B, sometimes the wind changes and you need
to adjust. And that happens, and sometimes the predicted course
isn’t the course that you end up sailing.

The good news for me from New Hampshire is that I was able
to go out on the highway with Secretary LaHood and know that
New Hampshire was the first State to put highway funds to use.
So the transportation dollars seem to be flowing OK.

What I am hearing from home is that other agencies are having
a hard time implementing and reporting the funds that are coming
in. The States are implementing billions of dollars of funds, but the
concern is that the Federal Government, we aren’t providing the
clear, coherent guidance that we really need to put Americans back
to work faster and to provide taxpayers with a comprehensive,
transparent accounting of those funds that everybody understands.

And the chart that, Mr. Dodaro, you have put up, shows that it
looks like the projections for when the full impact of the stimulus
dollars is going to hit is a little bit later than what we had origi-
nally projected. Is that so?

Mr. DODARO. Actually that chart, the white bars are the esti-
mates that CBO made during the time the bill was in conference.
So that was always the estimated outlays contemplated under the
act. I think Mr. Nabors can corroborate that.

The gray bar, in terms of what has been actually outlaid already,
we think 1s, you know, potentially slightly ahead of the pace that
was estimated; and I think it is because the unemployment rates
have been higher, so that means more Medicaid and Federal
matching assistance is there. And given the fact that the States are
under fiscal stress, I think they are moving as expeditiously as
they can.

The other factor, I would say, is most of the States, as you know,
end the fiscal years on June 30th. So they were waiting for a lot
of approval from those State legislatures. Now that’s occurred, I
think the funds will flow according to pace.

Mr. HODES. So it’s fair to say that while there are some—includ-
ing some in this room—who are complaining about job creation,
that as we see more of the stimulus dollars flowing to the States—
and the quicker the better we can get them flowing—the more job
creation, preservation we are going to see. Is that true, Mr.
Nabors?

Mr. NABORS. That is absolutely correct.

Mr. HoDES. Now, in New Hampshire and around the country,
the growth of small businesses is very critical to creating jobs.
OMB has stated that in its implementing guidelines that one of the
goals of the Recovery Act is to provide opportunities for small busi-
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ness, and the SBA has estimated that 60 to 80 percent of new jobs
annually over the last decade are small business jobs.

Have you at OMB set targets for the amount of Recovery Act
funds directed to small businesses?

Mr. NABORS. We have not set targets, but there are targets in
the statutes that we are trying very hard to meet. And we believe
that we have been able to increase the initial amount of small busi-
ness funding dramatically. Originally, we were looking at spending
at about 4 percent. We went back and talked to the agencies and
made it clear that it was a priority of the administration that small
business be an engine for the Recovery Act, and that amount of
spending through small business has gone up dramatically.

Mr. HODES. Are you providing any education or outreach to small
businesses to ensure that they know how they can access the op-
portunities for them in the Recovery Act?

Mr. NABORS. Absolutely. Both through OMB, but specifically
through the individual agencies that have existing relationships
with small businesses and small business consortiums, we are try-
ing to get the word out what type of Recovery Act money is avail-
able.

Mr. HODES. Mr. Dodaro, do you think that the reporting require-
ments to which recipients of Recovery Act dollars must adhere are
discouraging small businesses from pursuing or accessing Recovery
Act funds?

Mr. DoDARO. I think that the reporting requirements—first of
all, I don’t have an empirical basis to that answer that question.
We have not consulted any small businesses or talked with them.
I do think we made a recommendation, apart from the one here,
about making sure that small businesses and others knew of the
availability of the funding opportunities and made recommenda-
tions to OMB because the Web site grants.gov was unable to han-
dle the volume and there would be other avenues explored to make
people aware of how to apply for the funding. So that is the extent
of our recommendations there so far.

Mr. HopEs. Thank you.

Mr. Nabors, I encourage you to continue your efforts to make
sure that small businesses have access to easily getting these funds
to help create jobs in America.

And with that, I yield back.

Chairman TowNs. Mr. Schock of Illinois.

Mr. ScHOCK. Thank you both for your testimony.

I have two quick questions. Mr. Dodaro, I come from the State
of Illinois, a State that has roughly a $9 billion deficit. Our Gov-
ernor has proposed a 60 percent increase in the income tax, and
we are struggling with the programs and services that our State
currently has. A part of the stimulus plan—and part of your testi-
mony speaks to the maintenance effort and the commitment by
States that they have to make in order to get the requisite stimu-
lus dollars.

My question is specifically, what are we doing as a Federal Gov-
ernment, and what—to ensure that when a State says yes, we will
continue to maintain these programs to get X funding now, what
are we doing to ensure that actually happens, No. 1.
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And then No. 2, what happens in 2 years from now in a State
like mine in Illinois where we don’t have the money for the services
we have today, and now we have additional services we don’t have
today that we will have to support on into the future, and what
true force can we take or what measures are you suggesting that
we have that can force them to basically come up with the money
at the State level?

Mr. DoDARO. First of all, there are a number of maintenance-of-
efforts requirements in the Medicaid program. For example, that
eligibility standards remain the same as they were through June
2008. In the Medicaid program, there are maintenance-of-effort re-
quirements in the Medicaid program, in the highway program, and
the education programs. Those are the big three so far.

We are carefully looking at how the Federal agencies are mon-
itoring those maintenance-of-effort requirements. In Medicaid, it
hinges on eligibility requirements, highways, they have to pro-
vide—Governors have to provide certifications. Transportation is
reviewing those certifications right now. And there are waiver pro-
visions, however, in there that the agency heads have in order to
entertain waivers from the States.

Mr. ScHoCK. That is for today. What happens in 2 years when
the agreement that was signed by Governor A, who is no longer in
office, and Governor B is now having to deal with the reality of
whatever commitments were made by that State to maintain those
Medicaid reimbursement levels or income levels to qualify for Med-
icaid? What happens in 3 years from now when the legislature—
who is duly elected and has a fiduciary responsibility to balance
their budget—decides, you know what, we can’t afford these new
rates that were specified in the Recovery Act 3 years ago that a
former Governor, and maybe a former legislator, agreed to?

Mr. DopaRro. Well, first of all in the Medicaid area, that money
ends December 2010. So it is only for a 27-month period in any
event. I do think there is a responsibility on the part of the Federal
agencies to make sure that they monitor as it’s going along. They
shouldn’t wait

Mr. ScHOCK. What specific action can we take to force them to
honor their word? Because I guess what I am confused about is we
have some Governors saying, “thanks for the money, we will take
it;” and we have other Governors saying in 3 years, “we can’t afford
the commitment that you are all asking us to take in exchange for
taking the money today.”

And yet I am having difficulty seeing where our power in the
Congress or the President or your office has in 3 years to ensure
that a new Governor and a new legislature has to honor that com-
mitment.

Mr. DODARO. You are raising a good point. I think that is some-
thing that needs to be monitored all along and

Mr. ScHOCK. I know I am cutting you off. I have a question for
Mr. Nabors.

My question is, why shouldn’t every Governor take the money,
tell you whatever you want to hear? Because up until now, I
haven’t heard a good explanation from you as to how we are going
to force them to honor the commitment that we are expecting them
to take in exchange for the money.
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Mr. DoODARO. For example, in the Medicaid area, if they don’t
honor commitments then they don’t get the matching share of-

Mr. ScHOCK. For the first 2 years.

Mr. DoDARO. That is the only amount of funding that is avail-
able. I will go back and provide you with a specific answer for the
record for each of these programs of what mechanisms are in place
to make sure that those commitments are honored.

Mr. ScHOCK. I am specifically interested in not how we are going
to monitor and tell them they didn’t do it, but what specifically, in
years 3 and 4 which, from talking to the Governors who haven’t
taken the funding, is their concern in keeping those higher income
levels and places and so on, what our force will be to go after them
if they don’t; because I guess my suggestion to those Governors
who haven’t taken the money, it sounds like you take the money,
tell them whatever you want to hear, because there’s not a whole
lot we can do in year 3 and 4 and into the future.

Mr. Nabors, real quick. Reviewing what I have heard in the testi-
mony, I couldn’t agree with your final several paragraphs in your
testimony which basically said it’s not government that creates
jobs, it’s not government spending that will stimulate the economy,
it’s private investment, private entrepreneurs and risk taking. And
I truly believe that to be the case.

Chairman TowNS. The gentleman’s time has expired.

Mr. ScHOCK. Can I have 30 seconds?

Chairman TowNs. Thirty seconds.

Mr. SCHOCK. I guess what we know, and it’s been said by my
companions up here, you know, the President said unemployment
would peak at 8 percent. It is at 9% percent. He is conceded that
it’s going to reach double digits by the end of the summer.

Your testimony here today, $75 billion has been spent to create
150,000 jobs. That comes out to half a million dollars a job. Your
comment earlier was roughly $92,000 in government spending
should create a job.

So my question specifically is in the jobs number, if we are not
going to say we failed in terms of being off course on what the un-
employment rate would actually be, we are not even near what the
expectation is in terms of job cost of government spending to create
a job. We are usually operating under a $92,000 per job creation
number and we have spent 75 billion to create.

Chairman TowNsS. The gentleman’s time has long expired.

I now yield 5 minutes to Congresswoman Speier of California.

Ms. SPEIER. Mr. Chairman, thank you.

As we look at the chart that the GAO has provided us, we are
going to be outlaying twice as much money next year as we have
this year, which would suggest that if there’s going to be waste and
abuse, it is going to be twice as bad next year as it is this year,
unless we take steps to make sure that it doesn’t happen.

So I would like to understand what happens when an outlay has
been made to a particular entity. Let’s say it is $10 million. And
when the first reporting period occurs, they've spent half that
money, and we now are aware of the fact that they didn’t really
generate new jobs, or the program that was anticipated to be con-
structed is not followed up with.
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How do we, one, rescind the rest of that money; and, two, do you
have enough resources to go out there and determine whether the
money is being spent appropriately or not?

Mr. DODARO. The answer to your first question is there are sanc-
tions for withholding some of the future funding for certain pro-
grams, but it differs by programs. So there are some options if
there’s disclosures that requirements aren’t being met for action to
be taken by the Federal agencies; but they have to be aware of it
and they have to make sure that they promptly address it.

On the second question is, no, we do not have at the GAO
enough resources to go out and monitor all of the activity across
the country, and that is why we are suggesting that the single
audit process where the State auditors are already in place and
they audit this money annually, that they be required to do earlier
internal control reporting now, before a lot of the money is spent
in 2010, and that they are provided some funding to make sure
that they can carry out their normal activities.

If changes aren’t made, the single audits for the fiscal year 2009
won’t be issued until 6 to 9 months after the end of the fiscal year.
So you will already be into the next fiscal year.

There is a network in place through the single audit that can be
exercised, with modifications, to provide greater assurance that the
money is being spent properly. But OMB and the Congress need
to act on the recommendations in order to effectuate those changes.

Ms. SPEIER. Mr. Nabors, what is your position on that?

Mr. NABORS. We concur that the single audit is an important
component of ensuring that there is appropriate oversight. We
want to make sure there is appropriate money to the State and
local governments to make sure that they don’t have to reduce the
administrative staff and the oversight staff that we have, and we
are dedicated to making sure of that. We are working with the
chairman and the ranking member to—in support of their bill to
make sure that even more funding could be available to State and
local governments to conduct those audits.

A second piece that we are doing, which I don’t want to get lost,
is that working with Earl Devaney, who is the head of the Recov-
ery Oversight Board—he has made it very clear that he sees one
of his primary responsibilities is getting in on the front end of
projects to make sure that as much as possible we can make smart
decisions and we can help the agencies make smart decisions so
that we have the mechanisms in place so that money isn’t wasted.
Once the money is wasted, it’s a shame for all of us. If we can get
in and shape the programs ahead of time so that we can minimize
the amount of waste that comes out the other side, that would be
best for the American taxpayers and for the Congress. So we are
working very hard with Earl and with the various IGs to try to set
up those mechanisms ahead of time as well.

So I think between the State auditors, the local auditors, and the
IGs and the Recovery Oversight Board, we are trying as much as
possible to create a network of oversight that will try to minimize
the amount of waste that could occur from Recovery Act spending.

Ms. SpPEIER. Final question. If there is fraud, there should be a
means by which that money could be returned to the Federal Gov-
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ernment. Have you put that in place? Have you thought about it?
What are you going to do about fraud?

Mr. DODARO. That’s the basic responsibility of the Federal Gov-
ernment agency. If we find fraud or potential fraud, we will refer
the matter to the Justice Department for further investigation. We
don’t have law enforcement authorities, but we do make referrals
to inspectors general and the IGs. We have made available to the
public a hot line where people can submit allegations of fraud. The
Recovery Act also requires the inspectors general to do the same.

Ms. SPEIER. How do you advertise that hotline?

Mr. DODARO. It’s on our Web site. We have put out press notices
regarding it.

Ms. SPEIER. How many calls have you received?

Mr. DopARO. We have received about 61 allegations so far. We
have referred some things to the inspectors general. There are
about 25 or so that we are looking into more deeply to assess the
merits of it. We will be following that up.

Ms. SPEIER. Could you report back to the committee on what you
find from those hotline inquiries?

Mr. DopARO. I would be happy to.

Chairman TOwWNS. I now yield 5 minutes to the gentleman from
Arizona, Congressman Flake.

Mr. FLAKE. I thank the chairman, and I thank the witnesses. I'll
ask a series of questions and if I could get a quick answer, I'll get
to more.

The Vice President has said that he is kind of the sheriff on this,
that his role is to provide oversight. What specific role does he
play? Does he go to meetings? What does he do?

Mr. NABORS. The Vice President holds regular meetings with the
Cabinet agencies and with the implementation officials with the
agencies, and he is also very involved in terms of reviewing agency
plans with regard to broad goals of Federal spending.

Mr. FLAKE. When we see programs that we are told are getting
funding, it kind of makes us wonder when you say no—if you say
no. For example, we are told that $800,000 of this recovery funding
will be used for a runway at an airport in Pennsylvania that has
around 20 passengers a day that fly to Washington. Why wasn’t
that money turned down? And if it’s not, can you give me any spe-
cific examples where you’ve said no?

Mr. NABORS. There are a number of examples where we have
gone back to the agencies and asked a series of very hard ques-
tions, and projects were removed. With this specific project, I would
have to go back to the Department of Transportation and find out
more about the criteria that were used to make this award.

Mr. FLAKE. But you don’t know of any examples where you just
said no? Just hard questions?

Mr. NABORS. Most of this work is done at the agencies. I would
viflant to go back to the specific agencies and get the examples of
them.

Mr. FLAKE. The Vice President has said that some people have
been scammed already. That is his quote. Can you give any exam-
ples of that?

Mr. NABORS. I am not sure what the Vice President was refer-
ring to there.
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Mr. FLAKE. Should we ever take anything serious said by the
Vice President or somebody assigned to go and retract what is
said?

Mr. NABORS. I take what the Vice President said very seriously.

Mr. FLAKE. It would be good to know what he’s referring to.

Mr. NABORS. I'm just not familiar with that quote.

Mr. FLAKE. CNN Money just put something out saying that $75
billion had been allocated already, paid out. You say $57 billion.
Which is correct?

Mr. NABORS. The most recent information I have is $57 billion.

Mr. FLAKE. And you say 150,000 jobs have been created. That is
some $380,000 per job where the goal is $92,000 per job.

Mr. NABORS. I think there is a discrepancy. I'm giving you the
most recent information that we have with regard to obligations.
It’s $57 billion to date. I would have to go back and look at when
the job creation number was actually calculated. It’s not the exact
same time period.

Mr. FLAKE. But it’s safe to say that we are considerably north
of the figure of $92,000. That’s the goal.

Mr. NABORS. I would have to go back and take a look at that,
but I will provide that information for the record.

Mr. FLAKE. So with projects—and we were told initially that they
needed to be shovel-ready. I have to tell you, I grew up on a farm
and my dad always had projects that were shovel-ready. They usu-
ally involved rubber boots and a corral.

I'm just wondering if there is any other criteria, again going back
to this thing. I still have not heard of examples coming from any
agencies. And, again, going back to this one—and Mr. Burton
named some others—these projects where you would have to say,
you know, unless you just concede that throwing money out is
going to create jobs somehow or improves the economy, that per-
haps it would be better to give it in the form of tax relief and allow
individuals to spend it.

But I still would love for you to come back to the committee and
give us information on at least one instance sometime where an
agency has said no. Just because it’s shovel-ready doesn’t mean it’s
worthy.

Mr. NABORS. I'll be happy to provide that information for the
record.

Mr. FLAKE. I yield to Mr. Issa.

Mr. IssA. If they could put the “Federal Deficit Will Reach Levels
Never Seen Before” up on the board.

Mr. Dodaro, earlier you showed us your declining one. This one
appears to be your chart, but referred to in positive deficit. And I
want to make sure, because again I told you I had to take stats
and I hated it. Your downward one appears to be the equivalent
of that one; same thing, but everything in reverse, that obviously
states a little different. And if I read it correctly, we have increas-
ing deficits as far as the eye can see projected. When you express
it positive—because we are in deficit and your chart was a negative
deficit because you have these minus numbers.

Can you explain the difference between those two charts?

Mr. DODARO. It’s basically just the reverse explanation. I mean,
there are different ways to explain this and to display it.
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One, the chart I am showing is the annual deficit, what it is ex-
pected to be as a percent of gross domestic product. There are also
]I;leaﬁures that you could show where there is a percent of debt held

y the

Mr. IssA. My time is expiring.

Isn’t it more standard when you talk about deficit to have it as
a positive deficit? In other words, a growth in deficit normally is
an upward number. In your case, the downward might have people
think that things are getting better, when in fact, down in your
case or up in the other case, both are growing deficits.

Mr. DopARro. Right. “Down” in our case means you are going bad.
You are heading in the very wrong direction.

Mr. Issa. I wanted to make everybody understand that down-
ward chart is really bad and that’s where we are headed right now.

Mr. DopARO. Correct.

Chairman TowNs. The committee will adjourn, and we will re-
convene 5 minutes after the last vote.

[Recess.]

Chairman TOWNS. Let me just reconvene the committee and to
say to Mr. Nabors and, of course, Mr. Dodaro that we really appre-
ciate your being here; and, as you know, that, based on the com-
ments made by Members, there’s a lot of things that we need to
sort of get clarification on, you know. And one in particular, that
if jobs are retained, how is that in terms of job creation, you know,
and that a lot of areas, you know, they would have had to lay a
lot of people off, but as a result of the money, they were able to
retain them. And I think in many instances it just made so much
sense to do that. Because when you look at education where you’re
able to have teachers, you know, that would have been laid off and
would have these huge class sizes that now are able to have their
jobs, I think it makes sense.

And, of course, I want to thank you and want you to look into
these issues, because we’re going to always have these until we
come up with some clarification.

So, OMB, you really have to have some guidelines to make cer-
tain that people understand, you know, what job creation means.
Is it a part-time job, half-time job, whatever. I mean, these things
need to be sort of made clear so we know where we’re going so we
can answer questions when they come up.

And I now yield to the ranking member, and then after the rank-
ing member we’re going to dismiss this panel.

Mr. IssA. T would like to echo the chairman’s accolades of your
being here today and your willingness to respond both here today
and some of the followup that you've promised.

This committee is dedicated to have you back essentially every
time there’s a new report, which is every 2 months; and I hope you
will indulge us in something close to that schedule. Based on what
the chairman may want, we may do it informally or formally, but
it’s very clear we feel it’s one of the core responsibilities of this
committee and one that we want to work on on a bipartisan basis.

And with that, Mr. Chairman, I agree we should go to the next
panel; and I thank you for your service.

Chairman TowNs. Thank you very much.

And now we will move to panel two.
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Our next panel, the Honorable Deval Patrick is Governor of the
Commonwealth of Massachusetts. Governor Patrick’s career in-
cludes leadership experience at the top of levels of business and
nonprofits and government, including as Assistant Attorney Gen-
eral for Civil Rights at the Justice Department.

Governor Patrick recently signed into law legislation to maximize
the Commonwealth’s eligibility to receive Recovery Act funding.
The new law builds on the work and ideas of hundreds of people
who have participated in a task force to establish a plan for the
best use of Federal stimulus dollars.

Governor, will you stand and let me swear you in.

[Witness sworn.]

Chairman ToOwNS. Let the record reflect that he answered in the
affirmative. You may be seated.

Governor, we would allow you 10 minutes. You know, after all
you’re a Governor. You get 10 minutes. So if you can proceed.

STATEMENTS OF DEVAL PATRICK, GOVERNOR, COMMON-
WEALTH OF MASSACHUSETTS; MARTIN O’MALLEY, GOV-
ERNOR, STATE OF MARYLAND; AND EDWARD RENDELL,
GOVERNOR, COMMONWEALTH OF PENNSYLVANIA

STATEMENT OF DEVAL PATRICK

Governor PATRICK. Well, Mr. Chairman, thank you, I think, for
the 10 minutes.

I'm going to be brief, and I want to apologize in advance that I
have to leave early for an appointment elsewhere in the city, but
my staff and I will be happy to followup with you and Congress-
man Issa and members of the committee, our own members of the
Massachusetts delegation and others and their staff on any specific
questions you might have.

Chairman TowNs. We respect your time constraints.

Governor PATRICK. Thank you very much, Mr. Chairman; and
thank you for the opportunity to testify today about the American
Recovery and Reinvestment Act and its impact on the Common-
wealth of Massachusetts.

I want to ask that you accept my written statement for the
record and permit me to just summarize it.

Chairman TowNs. Without objection.

Governor PATRICK. Thank you.

First, I want to acknowledge and thank the Congress and the
President for providing these much-needed resources. These are the
tools that we need to help us weather these unprecedented eco-
nomic times and to begin to transition our economy over time to
the next chapter of sustained growth.

So far, Massachusetts has received close to $2.6 billion in Federal
recovery funds. Most, I think like most States, has come for Medic-
aid and education; some as the first installment on transportation
projects.

While we’ve not been able to avoid all layoffs and cuts in State
services, without our funds these cuts would have been much more
drastic and disruptive. With them, Massachusetts has been able to
sustain critical safety net programs and services such as in edu-
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cation and health care, and I just want to get into that a little bit
more.

In education, Recovery Act funds enabled us to maintain our in-
vestments in education reform, a 15-year commitment that has
placed our students first in the Nation on the NAIPs scores and in
the }‘Eop six in the world on the TIMSS measure of science and
math.

The recovery funds have also enabled us to continue our pioneer-
ing experiment in health care reform where over 97 percent of our
residents are insured today, the highest level in the Nation.

In fiscal year 2010, the increased FMAP will allow us to main-
tain eligibility and benefits for hundreds of thousands of low-in-
come residents who rely on State-subsidized health insurance.

We estimate that the Recovery Act’s education and FMAP fund-
ing have helped us retain thousands of teachers, social workers,
health care workers and others.

Our initial highway funds are putting people back to work today
and laying the foundation for future growth. We’re using highway
stimulus funds in Fall River, an area especially hard hit by the re-
cession, for a new interchange opening up 300 acres of property for
commercial and industrial development. Investments are also being
made in the western part of the State for an intermodal facility to
allow for the more efficient interaction of different transportation
methods.

We are ready to put forthcoming Recovery Act funding and our
people to work especially in the innovation economy. The clean en-
ergy field is the fastest growing sector in the State, with 20 percent
growth in 2007. Today, we have more than 500 firms and 14,000
people working in those—in that field. With a program I an-
nounced just last week to use Recovery Act funds to install solar
panels on State buildings, including all four terminals at Logan
Airport, those numbers will grow. Town halls, libraries, and other
municipal buildings are also set to receive funds for solar installa-
tions and homeowners for weatherization, and small businesses are
likely to undertake the majority of this work, which I think is very
good news for that important sector of our economy.

Our plans are ready to implement for investments in transpor-
tation projects, labor, and work force development programs and
new technology, including broadband expansion to unserved and
underserved communities. These Federal investments, coupled with
State bonding resources we have committed, will create jobs today
and improve our infrastructure for tomorrow.

I just want to point out, 4,900 jobs were created in the Massa-
chusetts economy in May, the first new jobs created in a year in
the Commonwealth. And while not all of those can necessarily be
attributed to the Recovery Act, I can tell you that certainly they
helped. It’s way too soon, in my view, to unfurl the mission accom-
plished banner, but we’re on the right track.

The Recovery Act has provided an opportunity to make fun-
damental changes to the way we do business. For instance, the use-
it-or-lose-it requirements helped motivate us to examine and im-
prove the process for contract awards. As a result, the time from
bid opening to notice to proceed has been cut from 120 days to less
than 60 days without any loss of oversight, and the members of the
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Massachusetts delegation will know that this has been a particular
challenge of ours in Massachusetts over the years and a real focus
of our administration.

In the same vein, I commend the Congress for insisting that we
deliver on the goal of maximum transparency and accountability.
In Massachusetts, we have been focused on creating a transparent,
accessible way for both professional watchdogs and average citizens
to track recovery spending; and we have taken a number of steps
to protect against waste, fraud, and abuse.

First, even before the Recovery Act’s enactment, we identified the
State agencies and programs through which recovery funds were
likely to flow and directed those agencies to review, update, and
amend their existing internal controls to satisfy the most rigorous
compliance oversight requirements. We then vetted those control
plans with the State Auditor, Inspector General and Attorney Gen-
eral, all independent officials in Massachusetts, to see if they saw
any gaps that we had missed.

Second, we established a centralized Recovery Act project man-
agement office. We call it the Office of Infrastructure Investment.
This office coordinates projects between State agencies and munici-
palities, helping to streamline the process of obtaining regulatory
approvals and ensuring compliance with Federal and State regula-
tions. The office will include a compliance and monitoring manager
who will oversee internal control processes, assess compliance
risks, and conduct periodic compliance reviews across all State
agencies receiving these funds.

And, third, we've developed a State Web site, a recovery Web
site, mass.gov/recovery, on which we publish recovery expending by
type and by region for money that flows through the State. The site
will contain all the information required by the act, including a de-
tailed description of each Recovery Act funded project and activity.

Finally, I want to mention two items that need I believe the con-
tinuing attention and partnership of the Congress, the administra-
tion, and the States.

No. 1, we are still waiting for the bulk of the money. I under-
stand that much of the funds will be released this summer, and
that’s very good, but I would be remiss if I didn’t make the point
that we, as Governors, are ready to go and want to work with our
Federal partners to ensure projects start quickly. We can do this,
I believe, without sacrificing the important goals of transparency
and effective oversight. Both goals are possible, and both must be
achieved simultaneously. But no funds, no projects; and no projects,
no jobs. So, with due respect, passing the bill, as important as that
was, creates no jobs. Spending the money creates the jobs.

No. 2, although I commend Congress for authorizing States to
utilize a small portion of Recovery Act funds for central reporting
and accountability systems, the process that States have to go
through to obtain authorization to begin spending these funds
needs to be simplified. States have been instructed that in order to
access Recovery Act funds to pay for centralized systems, including
that transparency and accountability that I referred to, States
must follow longstanding cost allocation procedures set forth in
OMB administrative circular No. 87 and then submit proposed
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amendments to their existing State-wide cost allocation plans to
Health and Human Services for review and approval.

Now, we are currently in negotiations with HHS over the details
of our proposed plan, because we have concerns about whether
those procedures adequately account for the Recovery Act’s unique
issues and requirements. In the meantime, however, we can’t ac-
cess the funds until we finish those negotiations, and it’s unclear
when those negotiations will conclude. And, to the best of my
knowledge, there is no other State that’s in a different position. Ev-
erybody is stuck on this particular point right now.

Now, our comptroller has shared these concerns with OMB. The
issues are complicated. We have a very productive working rela-
tionship and discussion with OMB, but we need to conclude this as
promptly as possible in order to allow the time to build those ac-
countability and transparency systems to track Recovery Act
spending.

So, again, I just want to thank you for inviting me today. I thank
you for the initial investment in the long-term effort to help Amer-
ica recover from this economic crisis, and I am happy to take any
questions that you may have.

[The prepared statement of Governor Patrick follows:]
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Governor Deval L. Patrick
Testimony before United States House Oversight and Government
Reform Committee
Washington, DC

Wednesday, July 8, 2009

Good morning. Thank you Chairman Towns, Ranking Member
Issa, and members of the Committee for the opportunity to testify
today about the American Recovery and Reinvestment Act and its
impact on the Commonwealth of Massachusetts. | first want to
acknowledge and thank President Obama for his leadership and
commitment to ensuring that the states have the tools they need to
weather these unprecedented economic challenges. | also want to
thank Congress for providing these much needed funds, and for their

long-term vision for economic sustainability.

To date, Massachusetts has been awarded close to $2.6 billion
in federal recovery funds for Medicaid, education, and transportation
projects. These federal funds have helped Massachusetts sustain
critical safety net programs and services while avoiding laying off

thousands of teachers, public safety workers, human service

1
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providers and other government employees It also is allowing us to
make infrastructure investments that are both creating jobs now and
laying the foundation for long term economic growth in the future. Of
course, even with ARRA funds, we have been forced to make difficult
cuts {o balance the state budget. | am not under any illusions that
ARRA funding is a panacea. We continue to make the hard choices

to ensure our long-term economic health.

In Massachusetts, we have a rich history of education
achievement. Our fourth and eighth graders outscored the nation,
and most of their international peers, in math and science on the
world's largest study of student performance in those subjects.
According to the results of the 2007 Trends in International
Mathematics and Science Study (TIMSS), Massachusetts 4th graders
ranked second worldwide in science achievement and tied for third in
mathematics; the state's 8th graders tied for first in science and

ranked sixth in mathematics.

With the influx of federal recovery dollars through the State

Fiscal Stabilization Fund we have been able to protect the gains we
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have already made and continue the work to adopt an even more
rigorous set of academic standards and assessment that will best

equip tomorrow’s leaders with the tools for success.

This past fiscal year, ARRA funds prevented a 10 percent cut to
education spending in Massachusetts. We used $412M of
stabilization funds to ensure that we fully funded all 328 of our school
districts.

While we have asked districts to use these one-time funds in
strategic ways to drive education reform, we are also mindful that
superintendents across the state are seeing their “funding cliffs” right
now. Therefore, some of these stabilization funds are being used to
avoid massive layoffs in the short-term, and they have helped bridge

the gap until our state revenue picture begins to turn around.

ARRA funds have also enabled Massachusetts to continue its
pioneering experiment in health care reform. Today, over 97 percent
of Massachusetts residents have health insurance - the highest of
any state in the nation. In FY 2009, enhanced Medicaid matching

funds allowed us to continue our successful health reform programs

-
>
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by claiming an additional $860 million in federal reimbursements. In
FY 2010, the increased FMAP will aliow the Commonweaith to
maintain eligibility and benefits for hundreds of thousands of low

income residents who rely on state-subsidized health insurance.

These are important steps to secure the safety net for
Massachusetts residents. But ARRA funding is also about long-term
thinking and bringing better tomorrows within our reach. The
opportunity in this crisis is {o ensure that we do everything we can to
position ourselves for the upswing by preparing our states for

sustainable long-term growth in the 21% century innovation economy.

Our focus in Massachusetts has always been on the future of
the innovation economy. We have been working to position the
Commonweaith for success regardless of the economic climate by
making strategic investments in the engines we believe will drive
tomorrow’'s economy. We are leading the way out of the fossil fuel
era towards a clean energy future. The clean energy field is the
fastest growing sector in the state with 20% growth over the previous

year in 2007. Today, we have more than 500 firms and 14,000 jobs
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in this field. Just last week, | announced a program with ARRA funds
to install solar panels on state buildings, including all four terminals at
Logan Airport. Town halls, libraries and other municipal buildings are
also set to receive funds for solar installations and small businesses

are likely to undertake the majority of this work.

The Commonwealth’s highly educated workforce, academic
research centers, and our entrepreneurial spirit ensure that we will

remain an international clean energy leader in the years ahead.

Under the leadership of the President and the Congress,
Massachusetts will continue to compete for millions of dollars for
shared priorities in transportation projects, labor and workforce
development programs and technology investments, including
broadband expansion to un-served and underserved communities.
These federal investments coupled with continued state funds will
yield increased employment and better infrastructure today and will
open the doors of opportunity to more citizens to share in tomorrow’s

prosperity.
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Our initial highway funds are also immediately putting people
back to work, and laying the foundation for future growth. We are
using highway stimulus funds in Fall River, an area hard-hit by the
recession, for a new interchange opening up 300 acres of property for
commercial and industrial development. Investments are also being
made in the western part of the state for an intermodal facility to allow

for the efficient interaction of different transportation methods.

ARRA funding has not only enabled us to get people back to
work more quickly and invest in our infrastructure and future growth,
but it has provided an opportunity to make fundamental changes to
the way we do business. For instance, the “use it or lose it”
requirements motivated MassHighway to examine and improve the
process for contract awards. Previously, the time from bid opening to
notice to proceed took around 120 days. Through a concerted effort
the Commissioner and her staff reduced this time for ARRA projects

to less than sixty days without any loss of oversight.

From the beginning, we have been committed to maximum

transparency and accountability. | commend the Congress for
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insisting that we deliver on this goal. In Massachusetts, we have
been focused on creating a transparent, accessible way for citizens to
frack ARRA spending and we have taken a number of steps to
protect againsf waste, fraud, and abuse. In January, prior to ARRA's
enactment, we identified the state agencies and programs through
which ARRA funds were expected to flow and directed those
agencies to review, update and/or amend their existing internal

control plans to satisfy ARRA’s compliance/oversight requirements.

We transmitted copies of those control plans to the state
auditor, inspector general and attorney general and requested that
they review the plans and inform us if they perceived any potential

vulnerabilities or concerns.

We also developed a centralized ARRA project management
office, the Office of Infrastructure tnvestrhent. This office coordinates
projects between state agencies and municipalities, helping to
streamline the process of obtaining regulatory approvals and
ensuring compliance with federal and state regulations. The office

will include a Compliance and Monitoring Manager, who will oversee
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internal control processes, assess compliance risks and conduct

compliance reviews across all state agencies receiving ARRA funds.

With respect to transparency, we have developed a state

recovery website — www.mass.gov/recovery. We currently publish on

that site ARRA allocations and spending by type and by region for
money that flows through the State. Consistent with the guidance
that OMB just issued, we also plan to publish on the site all of the
information required by section 1512 of ARRA, including a detailed
description of each ARRA-funded project and activity. Our goal is to
develop a robust, centralized oversight mechanism which can identify
and reéoive issues as quickly as possible, and can continue to

provide enhanced financial oversight after ARRA expires.

While we have taken many positive steps forward in the areas
of transparency and accountability, we have encountered a few

bumps in the road.

We all know that the implementation of the Recovery Actis a

huge endeavor. | believe that all parties have been trying to balance
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the need for appropriate oversight and transparency with the requisite
expediency needed to spur economic activity. We await the bulk of
the money to come through. ltis true that the funds we have
received through FMAP and education are enormously helpful to
shore up the safety net and 've already talked about the impact of
those funds. And the transportation money is already proving
beneficial as we begin to undertake various projects throughout the
state that put people to work. Additionally, | do not think you can
discount the impact that these images of folks working can have on

the public.

I commend Congress for authorizing states to utilize a small
portion of ARRA funds for central reporting and accountability
systems. One concern | have, however, involves the process states
must go through fo obtain authorization to begin spending these
funds. Per OMB Guidance dated May 11, 2009, states have been
instructed that in order to access ARRA funds to pay for centralized
systems - including transparency and accountability systems - states
must follow longstanding cost allocation procedures set forth in OMB

Administrative Circular 87, and submit proposed amendments to their
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existing statewide cost allocation plans to Health and Human
Services for review and approval. Massachusetts has done so and is
currently in negotiations with HHS over the details of its proposed
plan amendment. In the meantime, however, we cannot access the
funds and it is unclear when we will be able to do so. To the best of
my knowledge, no other state has been able to access their funds

either.

| appreciate why OMB may have initially believed that it would
be most efficient to use existing Circular 87 procedures. However,
we have growing concerns about whether those procedures
adequately take into account ARRA's unique issues and
requirements. Unless these differences are recognized and
addressed, | fear we will not be able to access the funds we need in
sufficient time to build the reporting and oversight systems that ARRA

requires.

My comptroller has shared these concerns with OMB. The

issues are complicated, but we have a very productive working

10
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relationship with OMB and will continue working with them to find

solutions.

Again, thank you for inviting me today. |look forward to our
continued partnership as we work to help America recover from this

economic crisis. | am happy to take any questions you might have.
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Chairman TowNs. Thank you very much, Governor.

Let me just inform the Members that we have two other Gov-
ernors that will be joining us, and we'll just swear them in at that
time.

I would like to yield 5 minutes to the gentleman from Massachu-
setts, Mr. Lynch, and the reason for it is that he yielded his time.
Mr. Lynch.

Mr. LYNCH. Thank you, Mr. Chairman.

Governor, I appreciate you coming here and helping the commit-
tee with its work. I do have a copy of Gene Dodaro’s—well, the re-
port on the Recovery Act funding and the results that his periodic
review has done in Massachusetts; and I would say that, at least
according to this report, you got pretty strong marks. There are
some questions, but, for that which he could determine, Mr. Dodaro
has I think expressed some confidence in the way that you're han-
dling in Massachusetts, and I appreciate that.

Governor PATRICK. Thank you.

Mr. LyncH. I do want to say that, originally, the Recovery Act
was all about creating jobs, and that’s how it was announced to the
public, and that’s how its success or lack of success is being meas-
ured, and I think that’s fair. When you think about the difficulties
we’re having, the focus on job creation was the simplest way I
think to address that crisis.

But through the legislative process, it became more than a jobs
creation bill. It became a massive health care supplemental and
education supplemental, which were desperately needed in Massa-
chusetts and around the country but not necessarily job creation
measures, desperately needed, but the money that we spent on
education, the money we spent on health care wasn’t necessarily
resulting in the creation of jobs, and I think some people forget
that fact.

The other piece that I think has confounded us all is the fact
that it has taken so long for some of this money to get out on the
street, get out on the job sites, create those transportation jobs that
we were hoping for. And I want to ask you, it seems to me, in read-
ing the report by Mr. Dodaro and the Government Accountability
Office, that there was a pipeline for the health care money to get
out there that was all set up. There’s a pipeline for the education
money to get out there. There are systems in place to spend that
money.

But—and one-of-a-kind projects, transportation projects, infra-
structure projects, there was not a—these were one-of-a-kind
projects. They were basically established by the Governors, and
so—in terms of priorities. So there’s been a delay in getting—look,
I'm a former iron worker. Nothing makes me happier than when
I see the iron workers and the building trades people go to work.

Governor PATRICK. Right.

Mr. LYNCH. And I just want to ask you about the difficulty that
we're seeing that you expressed in your own comments about get-
ting that money out on the job sites and creating these jobs. What
do you think is—where do you think is the holdup? What is the key
component here that we’re missing in seeing this very long delay
in getting that money out to create the jobs?
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Governor PATRICK. Congressman, thank you for your comments
and questions, and let me respond to both of them.

First, the job creation versus job retention, both are important
because if the—and to your point, I agree with you. The bill is try-
ing to accomplish more than one thing, and that those different or
added goals were developed in the course of the legislative process,
and we not only respect but we appreciate that. Because, frankly,
if we are unable to maintain services, particularly those where the
demand goes up because the economy is in stress, then that com-
pounds some of the economic stresses that we are dealing with in
my State and in others. So I think the job retention counts and
being able to maintain our investments in education and health
care are enormously important.

In terms of the length of time of moving the money out, again
I make the point—and I have made it privately to agencies as
well—no—no—no funds, no projects; no projects, no jobs. That’s
where the job creation comes from.

I think that everyone is trying to balance another objective of the
act and of good policymaking, which is utterly thorough oversight
and to make sure that we—because I think there is a sensitivity
that a misstep could, rightly or wrongly, discredit the whole pro-
gram.

And so in many—in the cases you talked about, we’re having—
the agencies are having to create new guidelines, new frameworks
for moving the money out. They have been very open to consulta-
tion from Governors and others about what those guidelines ought
to be, but until those are in place we are told the money won’t flow.
Most of them are in place at this point, and so I think this summer
is when we will see a lot of those funds coming our way.

Governor RENDELL. Could I jump in on that?

Mr. LYNCH. Please do, Governor.

Chairman TowNs. Governor, we didn’t swear you in yet. So
you’re going to have to hold it for a second.

Governor RENDELL. I promise I'll tell the truth.

Chairman TowNs. You're going to have to hold it a second. I tell
you, let me swear you in. If you'll stand now, we’ll swear both of
you in.

[Witnesses sworn.]

Chairman TOwNS. You may be seated. Now you can participate.

Governor RENDELL. I think the point that Governor Patrick made
is a very good one; and I think the administration worries about
it and we do, too. I mean, I have personally said that I am going
to oversee every dime of the stimulus money for my last 18 months
in office because I want it to go well.

And I see—and I don’t mean yourself because you're certainly not
alone. But I read in the newspapers, Politico today, stimulus money
getting out too slow, etc. If this money had been thrown out the
door without proper planning, if this money had been rushed out
in the streets, a compacted RFP process so that really the Gov-
ernors could pick who the contractors were, etc., well, there would
be hell to pay. Because there were two things that all of us worried
about; and I think the administration did, too: getting it done fast
but getting it done right. And I think the administration has struck
the proper balance, and I think we have.
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I saw Mr. Dodaro’s answer—I don’t know if it was Congressman
Issa’s question—but he said, look, where there are existing streams
like the transportation money, transportation money we just han-
dled like any Federal money funds. The money flowed to the re-
gional planning organizations by formula. They made the decisions
on projects, gave them back to PennDOT.

Where that was the case we’re out—we’re in the ground on more
than a half of our 242 transportation projects. We have a billion
plus in transportation dollars. That’s incredible to do it in less than
4 months. The transportation plan was approved March 12th. It’s
less than 4 months. That’s an incredible record of success.

But for other things like the energy program or things like that,
the Federal Government’s developing their own guidelines, and
they shouldn’t rush. In fact, if you looked at my testimony as chair-
man of the NGA, one of the things the NGA asked for is a little
bit more time, not to be quite so rushed so we can have a little bit
more time in the planning process. Because it’s our rear ends on
the line. If something in Pennsylvania or Maryland or Massachu-
setts gets screwed up, there’s waste or fraud or the money goes to
projects that aren’t worthwhile, we're going to get it before the ad-
ministration.

I think they’ve struck the proper balance. If you’re frustrated, so
am I. I believe that this program will, in fact, have a significant
effect in not only job retention but in job creation. But, remember,
it’s just barely July. July, August, September, October, you will see
unbelievable amounts of people coming back to work on the infra-
structure portions of this and orders going into factories all over
the country. So I think we tried, and the administration did, to do
the two things: do it fast but do it right.

Chairman TOwNs. The gentleman’s time has expired.

Mr. LYyNCH. Thank you. I yield back.

Governor RENDELL. Sorry.

Chairman Towns. Mr. Issa.

Mr. IssA. Governor Patrick, I appreciate you being here; and I
understand you have to leave shortly. I'll be brief. This may not
come as a surprise to you at all, but I have a concern specifically
in your State, and correct me if anything in the Boston Globe is
wrong.

Governor PATRICK. There isn’t time.

Mr. IssA. I do it with the LA Times whenever I can, too.

But the Federal prevailing wage is $37.45. It was reported in a
couple sources here. But I have the prevailing wage, if you will, the
actual market wage in your area in the Boston area is $27.09. So
Federal prevailing wage is higher than the actual prevailing wage
of sort of everybody, and that’s not uncommon. But Massachusetts
has chosen a prevailing wage of $58.84, and it’s been reported by
the Boston Globe and others that this represents, depending upon
which figure you look at, $141 million to—I have figures up in the
$174 million range, but just using the Globe $141 million of wasted
money.

Now, can you explain to us why you would pay higher than the
Federal prevailing page if the money was delivered to you by the
Federal Government in order to maximize the, if you will, gain in
jobs or minimize the loss of jobs?
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At the earlier testimony, the $141 million would be at least 1,500
jobs that would have been saved had you used the Federal prevail-
ing wage and, of course, even more had market forces allowed for,
if you will, in a tough time the lowest wage, the highest return to
Massachusetts and, of course, the greatest amount of people not
laid off.

Governor PATRICK. Congressman, thank you for the question. If
you give me the cite of whatever article it is you were referring to,
I'd be happy to check on and followup.

I think you know that we have different prevailing wages for dif-
ferent—for different trades

Mr. IssA. Right.

Governor PATRICK [continuing]. And different jobs. And, as you
said, the average prevailing wage in Massachusetts is lower than
the Federal average on prevailing wage, but I'd be happy to check
on those facts.

Mr. IssA. Right, and the actual $141 million total was from the
Beacon Hill Institute; and, as I say, I will give you a copy of this.

But this goes to, you know, this—the Congress passed this with
a Davis-Bacon provision. So there’s no question that you were re-
quired to use a Federal prevailing wage. You were not allowed to
use, if you will, what I might have considered, which was get the
maximum amount of people working.

My grandfather worked in WPA; and, trust me, that was not a
Federal prevailing wage as we understand it today. They were paid
very little, but they were paid every day, and it really made a dif-
ference in knocking down unemployment.

And to a certain extent this is fashioned after WPA. We’re asking
you to find projects, in this case shovel ready, but find projects, get
them out, get the maximum amount of people. You've been, to a
certain extent, incentivized to do it based on number of jobs, not
necessarily dollars spent. So wouldn’t it be—as Governors, chief ex-
ecutive, wouldn’t it be reasonable for you to have tried to maximize
the number of jobs it created rather than the maximum dollars to
those who were fortunate enough to get those jobs?

Governor PATRICK. Well, Congressman, I appreciate the question,
but in my original line of work as a lawyer that would be called
a question that presumes a fact not in evidence. You've told me
what you have read in the newspaper. I don’t know. I haven’t seen
this article. I would not—it’s——

Mr. IssA. I understand the Boston Globe is not as widely read.

Governor PATRICK. It’s not a dig at the Globe. It’s just that I
don’t know what you’re referring to. I do know that we have, in the
view of our own oversight and the Inspector General’s oversight,
complied fully with the—with the expectation of that.

Mr. IssA. There’s no prohibition to you paying more than Davis-
Bacon. I understand you have that right. But as chief executive,
would you say—and this is not based on facts not in evidence—but
would you say that your obligation is to get the maximum work
done, the maximum number of employment and, therefore, the
least expensive cost of each production? Meaning, if you will, if you
can pay less or mandate a lower figure than you currently might
mandate for a particular job, wouldn’t it be consistent with the in-
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tent of Congress and with the best interests of the people of your
State that you in fact do that?

Governor PATRICK. Well, not only would it be consistent but I
think it’s what we do. We have our own State laws that require an
open and transparent bidding process and that—and that decisions
be made based on the most effective and least—least expensive.

Mr. IssA. OK. I thank you, and we’ll provide you a copy of this,
and perhaps you can give me your response to that.

Governor PATRICK. Great. Thank you.

Chairman TowNs. Governor Patrick, thank you very much for
your participation. According to the agreement, it’s now 1:02, and
I'm 2 minutes behind my schedule with you. Thank you so much
for coming. Thank you.

At this time, I would like to yield to Congressman Van Hollen
to introduce the Governor of Maryland.

Mr. VAN HOLLEN. Thank you, Mr. Chairman.

I want to thank all the Governors here but a special greeting to
our Governor from the great State of Maryland, Governor Martin
O’Malley.

We have two other Marylanders on this committee. This has
been—as you know, schedules got moved around, but on behalf of
Elijah Cummings and John Sarbanes as well, we welcome you, and
just, Mr. Chairman, to say that we are very proud of the fact that
our Governor was ready to go as soon as the economic recovery
money hit the street.

I know a number of States have vied for this position, but I think
we—the record will show that we, when it came to transportation
money, had the first project to hit the street shovel ready; and he’s
combined that with an accountability system that he’s carried over
from his days as Mayor of Baltimore and now as Governor, that
this money is being well-spent in our State of Maryland.

So I want to thank you for having this hearing and thank Gov-
ernor O’Malley for being here.

STATEMENT OF MARTIN O'MALLEY

Governor O’MALLEY. Congressman, thank you very much for
your introduction.

Chairman Towns, thank you. Ranking Member Issa, members of
the committee, it’s an honor to be here with all of you today.

Mr. Chairman, I'm encouraged and congratulate you on the pas-
sage, in the House, anyway, of your legislation on enhanced over-
sight of State and local economic Recovery Act which provides some
additional guidance and some greater flexibility and clarity for us
at the State.

And, again, I want to thank Congressman Chris Van Hollen for
his leadership on these issues—we were together when we were
breaking ground on some of these recovery projects in Montgomery
County—and also Congressman Elijah Cummings, who was here
earlier, and Congressman John Sarbanes.

For those of us working for our citizens in State government, the
American Recovery and Reinvestment Act has really been a life-
line. It is helping us to create and save jobs in Maryland. It is al-
lowing us to position our State’s economy to bounce from this reces-
sion; and in these tough times it’s helping us to protect some of our



142

most important priorities, namely, the health of our people and the
education of our children.

In Maryland, we share President Obama’s commitment to invest-
ing our American Recovery and Reinvestment Act funds with maxi-
mum efficiency, maximum openness, maximum transparency; and
to guide us in this process, we’re using an initiative and a system
of management that we call StateStat. StateStat is born out of
CitiStat, which in turn was born out of ComStat, the system that
the NYPD used to dramatically reduce crime in New York City.

Its first tenet of all of those stats is timely, accurate information
shared by all. Timely, accurate information shared by all. We took
CitiStat with us to State government in 2007, so that when the re-
covery and reinvestment dollars were appropriated and passed, we
already had a tracking system in place; and we used StateStat and
our first-in-the-Nation IMAP—which, by the way, was developed in
cooperation with ESRI, I believe a San Diego-based company that’s
terrific on GIS—to strategically target our Recovery and Reinvest-
ment Act investments.

We routinely and relentlessly meet with key agency officials. We
collect and analyze benchmark data in order to change tactics and
strategies where necessary to achieve our goals. We use GIS tech-
nology to map and track our progress, connecting these important
dollars not only to the programs from which they’re coming but to
the places, the towns, the municipalities, the counties, the neigh-
borhoods to which they’re going, making real differences in the
lives of real people. And, again, we've made the data available on
our Web site for all of our citizens to see.

I'm going to run through a brief slides here as I wrap up.

This is our StateStat Web site. If we click here on this recovery
tab, we call up a special page dedicated to the Recovery and Rein-
vestment Act. We tried to make sure that stylistically, design-wise
this flowed from the Federal site. If you look on the left, we have
tabs which lead to two GIS maps which are part of our IMAP. One
is an overview; the other is more detailed.

Here on the overview map we display the overall State-wide
breakdown of Recovery and Reinvestment Act funding areas. We
also allow citizens to click on their own county to retrieve local in-
formation. For example, if we click on Prince Georges County, you
can see the county is receiving $319.9 million in stimulus funds;
and, again, you see the breakdown and the dollar amounts by cat-
egory of education, health, transportation, and so on.

If we click on the individual slices of the investment pie, we
learn that of these investments $117.9 million are targeted toward
protecting educational achievement this year. That is the largest
piece of the recovery dollars that are going to Prince Georges Coun-
ty. We're very proud in Maryland to have the No. 1 school system
in America, according to Education Week magazine. It’s a top prior-
ity. It is our economic competitive strength, and we want to make
sure that we protect the future of our kids in these troubled times.

If you want more information on how we are investing education
resources in Prince Georges, again, you can click on the map. You
can see a breakdown of what amount of this is Title I, what
amount is special education, what amount is State adequacy and
equity funding and other aid.
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Now, let’s move to the physical capital investments, those job-cre-
ating rather than job-saving investments. On the left, we can click
to access again the more detailed map. If you look toward the top
of the screen, we give citizens the option of putting their own ad-
dress and ZIP code in Maryland.

For the sake of this demonstration, we haven’t inserted Con-
gressman Van Hollen’s address but rather the Rockville Volunteer
Fire Co. at 380 Hungerford Drive, 20850. By clicking the “show in-
dividual projects” on the map button, you can see every Recovery
and Reinvestment Act-related project in proximity to this address
highlighted on the map.

Then we can click on, for example, this highway project; and, as
you can see from the information again posted on the map for all
to see, it’s a $1.7 million project on Maryland Route 28. We're ex-
pecting bids on July 16th, and we aim to have a contract to begin
work in September. And, again, all of that information is on the
map.

We're also mapping our water quality and drinking water up-
grades projects. You can see this is a WWSC project in Prince
Georges County.

We can also click on the weatherization data to see how many
units each county is expected to—expects to weatherize. Prior to
the Recovery and Reinvestment Act, we were weatherizing approxi-
mately 400 houses a year. With these important investment dol-
lars, we've set a goal of 3,000 houses in 18 months.

The Web site allows citizens to track our progress, again, in
Maryland county and State-wide; and, through StateStat, we are
looking at the same data to ensure that we’re meeting our goals
and to hold relevant agencies accountable for changing course, if
necessary.

Only two more slides, Mr. Chairman.

StateStat also updates the map on a weekly basis to reflect the
fast pace of the implementation of our transportation projects.

Let’s click on transportation, Beth, if you will and zoom in.

For each county, we have a level of specificity available that al-
lows any citizen to easily view things such as who has been award-
ed the contract for specific transportation projects; also, the bid and
award date of these projects, the amount; also, the degree of minor-
ity business participation as part of this contract. As I mentioned,
for every awarded contract, we're also tracking that minority busi-
ness enterprise participation. Once the contract is awarded, we're
able to show the level of minority business participation, and Con-
gressman Cummings has been a national leader in these efforts,
and we appreciate his leadership and partnership.

In conclusion, Mr. Chairman, these are just a few examples, but
all of the information’s available. Most of these programs are al-
ready in existence. We've made all of this available to see on our
recovery Web site, broadly sharing information instead of hoarding
it, providing for maximum degree of openness and maximum trans-
parency, giving our public the tools that they need to monitor the
progress of their own government.

For those who are rightfully concerned about the integrity of
these Recovery and Reinvestment Act dollars, we agree with the
words of the great Louis Brandeis who said that sunlight is the
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best of disinfectants. And by measuring performance, by promoting
openness and transparency, by using tools like mapping and the
Internet, we believe that our efforts can go a long way in conjunc-
tion with other States toward guarding against waste, fraud, or
abuse and, perhaps more importantly, strengthening the connec-
tion between citizens and their government and the results that all
of us want to see from these recovery and reinvestment dollars,
namely, an economy that’s expanding, an American economy that’s
creating more opportunity and more jobs.

Thank you very much.

[The prepared statement of Governor O’Malley follows:]
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Chairman Towns, Ranking Member Issa, and Members of the Committee, it is an honor to be
before you today to talk about how Maryland is taking full advantage of the immense
opportunities provided by the American Reinvestiment and Recovery Act, or ARRA. Mr.
Chairman, { am encouraged by the passage of your legislation, the Enhanced Oversight of State
and Local Economic Recovery Act, which provides additional guidance from OMB on
calculating and reporting job creation data, and allows states the flexibility of using Recovery
dollars for administrative functions that are critical to our ability to maintain accountability. The
task of expeditiously and responsibly using these funds to revitalize our economy, to keep our
families supported in times of economic hardship, and to put people back in jobs has been—and
will continue to be-—one that is done not only by the states, but with the federal government and
our local jurisdictions.

A large part of the issue, which has been brought up throughout the debate on the Recovery Act,
is whether we are able to use this critical resource solely to do the work if’s intended to do. The
other part is whether we are able to implement the Act in a manner that avoids waste, fraud, and
abuse — ensuring that every dollar is being used to improve our economy and to create jobs.

The strong emphasis on measurement, reporting, oversight and accountability, prevalent in the
ARRA executive guidance and the GAO’s evaluations is a critical component, not only of
implementation of the ARRA, but of good governance generally. In our public life, we have to
be extremely good at measuring inputs in order fo serve our taxpayers in an effective manner.
We typically refer to those inputs as the budget, and it is typically done on an annual basis, but
we have often neglected to pay enough attention to outputs, to the product of government.

However, the Recovery Act has quickly changed that trend. In drafting this law, Congress did
not simply want to give money out; it wanted to make sure that this country had the resources it
needed to recuperate. President Obama and Congress wanted to make sure that we measured the
outputs of the Recovery Act—not just dollars spent, but the jobs created. They had this goal in
order to show the American people how this strategic investment impacts their states, their
county, their cities, their neighborhoods, and even their neighbors’ homes.

And in Maryland, we are doing just that. T want to share with you today how some of our efforts
with performance-based governing strategies-—specifically the use of “Stats™—have been
applied to tracking the implementation of the Recovery Act and its critical outcomes.

T was first infroduced to this model of governing about nine and a half years ago when I began
my first term as Mayor of the then very troubled City of Baltimore. In Baltimore 1 was inheriting
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decades of population loss, one of the highest viclent crime rates, one of the highest addiction
rates in the nation, underperforming schools, underperforming and unresponsive city services,
littered streets and alleys, thousands of vacant buildings and worse yet, vacant hearts.

Through CitiStat, we began measuring and mapping every conceivable service, problem, and
opportunity, and we adopted the NYPD’s “ComStat” tenets so that we could act upon our
findings. These tenets are: timely, accurate information shared by all, rapid deployment of
resources, effective tactics and strategies, and relentless follow-up and assessment,

We made information on our progress available for all to see on our City’s website, And
together, with the citizens of Baltimore, we were able to make progress for all: making a city
where some neighborhoods—once considered ungovernable—function again, reducing violent
crime by 40%, more than quadrupling our City’s Rainy Day Fund, and reversing four decades of
seemingly insurmountable population loss.

Subsequently, in 2007, when we were given the keys to an even larger organization, namely the
State government of the great people of Maryland, we took this model with us and created a
program called StateStat. StateStat has allowed us to track and measure progress on a level that
has never been achievable before throughout Maryland’s history.

Every month, State agencies submit data on metrics they obtain for critical programs that support
our key governance goals and objectives. We then take this data, analyze it, and meet with
agency leadership on a bi-weekly or monthly basis to confront the policy-makers and measure
the progress we are making together,

So when the Recovery Act was passed, we were already systematically looking at data and
outputs closely, and agencies were already accustomed to analysis of their results on a regular
basis by my tean. This method gave us an already up-and-running and highly fransparent
reporting process that could benefit our efforts to track Recovery Act implementation and the
impact it would have on our economy in terms of dollars expended and of jobs created and
retained. We were poised for both detailed tracking and transparent reporting of the stimulus we
were set to receive.

Through StateStat, we are working to track our recovery funds and respond fully to the federal
reporting requirements. We are also using this innovative tool to track the outcomes of the
recovery dollars spent in Maryland. This tool and related methods are beginning to take root in
other states as well, and we feel that it is a model that can and should be replicated.

In StateStat, we regularly use GIS mapping technology to chart our path to better governance.
With the Recovery Act, we have engaged the same technologies. We are using our GIS mapping
technology to track ARRA funds from the moment they enter the State’s coffers through the time
they flow through agencies and down to focal jurisdictions. Through our interactive website, we
are giving those maps to the public, live, in real time. We do this because we want to share with
everyone not just how much money we get, but where it goes and why it went there, right down
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to the neighborhood where a street is being repaved or a house that is being weatherized. Most of
all, we want the public to see the outcomes of our efforts.

I’d like to take the next few moments to show you, briefly, how we are maximizing the
opportunities provided by the Recovery Act in Maryland and how we are using our StateStat
process to track these resources and meet the reporting guidelines for transparency and
accountability in a most expeditious way — in accordance with the intent of the legistation.

Weatherization—Setting Goals and Meeting Them

The first effort I'd like to talk about is the tremendous boost to weatherization programs
provided by ARRA, The increased funding to this program was by far the largest enhancement,
and we will keep a critical eye on how these new dollars are invested, By way of our proximity
to Washington and our program personnel readiness, we hope to make Maryland a true testing
ground for the rest of the nation on ways to handle the influx of resources responsibly and to
ensure that the neediest communities are served by the program. Before the Recovery Act,
Maryland’s weatherization program had a $5 million dollar budget—now it’s a $65 million
dollar program. And as you know, this program helps low-income households weather-proof
their homes and make them more energy efficient - ultimately leading to lower utility bills. To
meet the needs of the program, local weatherization agencies and their contractors will hire
hundreds of people to go into houses and perform energy audits that will produce projects for
contractors to complete in order to make homes more energy efficient. This process will reduce
heating bills and reliance on energy assistance programs while continuing to grow our green
sector job market.

To help adjust to this new level of funding, we are setting higher goals to help us rethink what
we can do with this program. In the past, we were weatherizing about 400 units a year statewide.
Now, we have a goal of weatherizing over 3,000 units in the next 18 months, and we know how
many we want to weatherize in every part of our state - by jurisdiction and by month. So, we
don’t just care that we have a lot more money to weatherize houses, we are focused on setting
real goals for houses and units weatherized so that we can, in turn, show people that we are
making progress that will make the lives of Marylanders easier.

Furthermore, we are committed to a detailed tracking of the weatherization process. When we
first started this effort, we met with Secretary Skinner and his staff at the Department of Housing
and Community Development (DHCD), with the goal of making ours a model program for the
nation, and we set the goals we wanted for every jurisdiction in Maryland. All of us, as a team,
have committed to that goal. Since the dispersal of ARRA funds, Secretary Skinner and his staff
from DHCD have continued to come in for their StateStat meetings, and they have sat down with
my team - which includes me, by the way. The first thing we have done is to project the map
and the data, and ask, “OK, have we met our goals?” If we didn’t meet a goal—which the
agency helped create—we have figured out the reasons: identifying barriers or perceived barriers
to implementation, identifying possible solutions and problem-solving until we are all confident
that this investment was paying off. And where we have met our goals, we have seen that we
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were making progress in the right direction.

Not only will we see the homes weatherized, but we will see every contract dollar and all of the
other information required for tracking on the federal level - the funding source, the contractor
ID number, and the jobs created. This is how we plan to create a transparent reporting system,
by tracking all of the money and all of our goals down to a very local level using the StateStat
process, and then collecting the information and reporting it all back to the federal government -
and to the public by way of our web resources.

Transportation Projects—Showing Impact on the Community

Another area in which we have had success is transportation infrastructure. In Maryland, we had
the first shovel in the ground using ARRA funds nationally. That project, a one-mile stretch of
New Hampshire Avenue in Montgomery County, is not too far from here, only about 13 miles
north, near Silver Spring, We were able to achieve this just days after ARRA was enacted
because we were prepared to act, We knew what opportunities we had, and we took a “fix-it
first™ strategy to use those funds to start projects that we had on our list—projects that only
needed the resources to initiate.

We are receiving $610 million dollars for highway projects and another $179 million for transit
projects from the Recovery Act, and we are applying those dollars to roads and bridges that need
repair and to make Maryland’s roads safer. We also are using these resources in the expansion
and revitalization of our mass transit system. In total, we hope to support over 17,000 jobs
related to this transportation stimulus.

To track our progress, you can use our interactive Recovery map which details each project and
provides contractor information and the percentage of the contract that went to minority and
small businesses. In Maryland, we have committed to maintaining our aggressive statutory 25%
goal in Minority Business Enterprise participation — by Maryland law, this continues to be the
standard for every Recovery dollar spent as well, and we are applying our transparency and
accountability principles to its implementation.

As a state, we were not insulated from the declining economy. The revenue resources we have
historically relied on in Maryland were eroding before our eyes as the recession deepened for all
Americans. So when this game-changing Act was signed, we were in a position to avoid budget
cuts. The lion’s share of the transportation projects that are now underway were critical safety
and system preservation projects that were initially put on hold as a result of the economic
downturn,

We knew what projects we had ready, and we put ourselves on the line. Within days, we
announced our Phase  projects. In 20 days, we had them certified, rather than the 120 days
permitted by the Act. As a result, we were able to get a project that would produce 70 jobs out in
days and start filling the 17,000 jobs that ARRA transportation funding can create for Maryland.
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Using ARRA fo Help our Budget—-Medicaid Funds through FMAP

Another issue we have been working on is how to best use the Act’s State Fiscal Stabilization
funds to assist our state budget and continue to provide services to Maryland families,

When we took office, one of our goals was to use StateStat to cut down on unnecessary
expenses, and indeed we were able (o cut our overtime expenditures down and close facilities
that were dangerous and costly. Because we started tracking outputs, we were able to identify
programs that were not working and shift our resources to programs that did work, The inputs
were already measured, but by tracking outputs, we were able to make sure for our
Administration and for all Marylanders that our investments were strategic and that our
efficiencies were not eroding the progress we have worked so hard to achieve.

For example, we had already increased Medicaid enrollment by about 60,000 individuals from
the previous January alone. [January 2008-510,561, January 2009—571,580] How did we do
this? We made a commitment when we took office to make healthcare more available; we seta
goal, tracked our efforts to achieve it, and made sure that people were connected to the
opportunity to apply for it

But when we began our annual Legislative Session back in Annapolis, looking down the barret
of those hard budget decisions—uncertain about the ultimate impact of ARRA~—we were forced
to articulate 2 budget that proposed devastating cuts. These cuts were going to impact programs
and services which were at the core of our missions. We had some very difficult choices to
make.

We wanted to protect the number one education system in America and continue the progress we
have made with healthcare. Furthermore, we were faced with the possibility of having to lay off
700 state employees or impact the quality of the comprehensive healthcare benefits that we are
offering to Medicaid-eligible adults, children, and families.

Thankfully, the Recovery Act did pass, and we went to work using these resonrces to not just
maintain our programmatic funding levels but to continue the investments we had already made.
As of April 2009, we had 597,000 people enrolled in Medicaid, an additional 20,000
Marylanders insured between passage of ARRA and today, and we're working to get more
people covered.

We are using the resources to provide an increase of about 13% for food stamp benefits, about
$80 a month for a family of four. Given that every dollar from the food stamp program gives us
$1.73 in economic activity, that increase alone could provide significant economic activity.

And we’re going further. We have used ARRA funds to hire 100 contractual workers and o train
them to process food stamp applications; some of those hired are recipients of welfare assistance.
Our success was in processing all of our applications on time while getting people back to work.
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With the recovery funds, we are not just temporarily protecting the families that have been
hardest hit by the recession. Instead, we are using this opportunity to create lasting jobs for those
families and to provide economic assistance at the same time. Our Department of Human
Resources, which administers the food stamp program, will also be able to process applications
within the federally mandated timeframe. Everyone wins here.

So when we received the recovery funds, we were already tracking the outputs, but now we show
how the increased FMAP funds, the increased education funds, and the other critical elements of
the Act not only helped stabilize our budget but produced real outcomes for the people of our
state. You can also see this on our online Recovery Map with the allocation broken down by
county and by program. We did all of this because early on, we made a commitment to track the
outcomes of our programs, apply a real, rational effort to achieve our goals, and make them a
reality. ARRA gave us an opportunity to share our ethic with our federal partners.

Federal Reporting Requirements and Oversight

In closing, [ would like to comment on how StateStat and Maryland’s internal oversight will help
our state as we start to prepare for our federal reporting requirements. These requirements are an
unprecedented shift on the part of the federal government to require performance-based
management strategies to the use of federal funds.

The OMB has just released guidance on how we must report. The good news is that, from
preliminary guidance and work we have done in Maryland through StateStat and at our state
agencies, we are in position to respond by September when we have to begin submitting the
reports. We are not 100% there, and we still have some work to do with our state agencies to be
sure we get it done right, but we have the key parts in place and intend to report timely.

In addition, we are trying to figure out how to track the jobs. While challenges exist, we have
made substantial progress. In all of the contracts we have already put out that are funded by
ARRA, we have tried to include placeholder language or amendments requiring the contractor to
track job creation. The contractors are getting used to the idea that it will be a requirement, and
we are working with them and with our agencies to make sure we produce complete job data.

Another issue that we have faced is how to track and display the dollars that go directly to local
governments or are allocated by formula in the most comprehensive and expeditious way. We

are reaching out to local jurisdictions and working with them in our reporting process. There is
certainly more work to do, but with StateStat, we have the right foundation. As we continue to
engage the local jurisdictions, they too begin to see the value of the process.

In Maryland, we have strived to instill a culture of responsibility and accountability in our
administration and have been successful. StateStat has been tracking inputs and outputs on a
regular basis, so we were ready to respond to federal investment opportunities like the Recovery
Act. We were ready to develop our spreadsheets, fill them with data, populate our maps, and
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report the data to the federal government and to the people of our state. It is due to this culture of
accountability that we could implement sections of the Recovery Act, spend the dollars, produce
good jobs, and track the process faster than anyone with off-the-shelf software and rational
human effort — in a responsible and expedient manner. Maryland is proud to have developed a
model of good governance and stands ready to share it with the Congress, the Administration,
and other jurisdictions.
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Chairman TowNs. Thank you very much, Governor O’Malley.

I'd like to ask unanimous consent that Congressman Dent from
Pennsylvania be allowed to sit and that Congressman Robert
Brady of Pennsylvania be allowed to sit. They’re not on the com-
mittee but be allowed to sit.

And I would like to yield at this time for Congressman Brady to
introduce the Governor of Pennsylvania, Governor Rendell.

Mr. BrRaDY. Thank you, Mr. Chairman, and also thank the rank-
ing member and the members of the committee for allowing me to
participate. It’s my honor to introduce to you my Governor, our
Governor, from the State of Pennsylvania.

When we first passed the stimulus package and we heard it
wasn’t going through congressional districts, there was a little bit
of concern out there with all of us. But when I heard it was going
through the State, through our executive director or executive of-
ficeholder or Governor through the State of Pennsylvania, I was
really relieved.

Because I've known the Governor for 8 years as a District Attor-
ney, 8 years as our Mayor and now 6 years as our Governor. He’s
extremely fair. He’s extremely knowledgeable. He’s doing the right
things with the money, putting them in the right places where it
needs to be. He’s venting them out transparently throughout the
whole State. And I do appreciate it, and I do appreciate what he
does. And we’re—our funding and money that we do get into the
State of Pennsylvania is going to the best use possible.

Also, and I do appreciate you letting me sit up here, because it
may help him to take another little look at the First Congressional
District in the State of Pennsylvania, to be a little more helpful
than he has, and I do appreciate his helpfulness.

Again, my honor and my pleasure to introduce to you our Gov-
ernor, Governor Rendell.

Chairman TowNs. I think you’re introducing and lobbying at the
same time.

Governor.

STATEMENT OF EDWARD G. RENDELL

Governor RENDELL. It’s an honor to be here, Chairman Towns.
Of course, Congressman Brady is, to me, my chairman. Because, as
you all know, he’s been chairman of the Philadelphia Democratic
Party for a long time, most all of the time I've been an elected offi-
cial; and he will always be Chairman Brady to me.

Let me begin by thanking you for the opportunity to come down
here, and I know Governor O’Malley and I will welcome questions.
So I will try to be brief.

Let me also point out that the State of Pennsylvania, in this time
of fiscal challenge to all of us, is much more fiscally conservative
than the State of Maryland. I don’t have a fancy power point to
demonstrate to you what we’re doing, but I do have attached to my
testimony a one-page printout of what our Web site looks like.

This is a contract for a road resurfacing which shows you exactly
what the citizen can find out about it, and the citizen can find out
just about everything: start date, projected completion date, how
many jobs it’s creating, who are the major contractors that got the
awards, and how much money each contractor is getting, what the
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goal of the project is in terms of road resurfacing or bridge rehabili-
tation. And we’re committed; and I'll talk very briefly in a minute
about our oversight, our transparency, and our fiscal responsibility.

But I do want to say one thing. Because I had a chance to listen
on TV to the prior panel. I want to say one thing about the stimu-
lus. And I had a chance—the Congressman and I had a chance to
discuss a little bit about this idea that the stimulus isn’t moving
as fast as it could.

Governors—and Governor O’Malley and Governor Patrick will re-
member that—we met with President-elect Obama in Philadelphia
in very early December. And the purpose of our meeting was to ask
the President for help in three ways: one, to help our citizens who
are in need and struggling with the stimulus; two, to help States
that were just—because of the down—the downturn in revenue
were up against it; and, three, to create jobs through infrastruc-
ture.

The stimulus program I think took great steps to achieve all
three goals. Pennsylvania gets $9.9 billion of stimulus money
through formulas for Medicaid, for transportation and infrastruc-
ture, for energy, for education, 9.9. Our citizens get about $8 billion
directly from the stimulus, and our citizens—3.7 million Pennsylva-
nians are enjoying the tax cut that has already appeared in their
paycheck.

Almost a million Pennsylvanians are enjoying the additional
money in the SNAP program in food—what used to be referred to
as food stamps. Over a hundred thousand Pennsylvanians are get-
ting extended and increased workmen’s unemployment compensa-
tion benefits.

So the point of giving direct aid to the citizens, that sometimes
is overlooked when we talk about stimulus. It’s not what’s written
up. It’s not a question of oversight, because that money goes di-
rectly to citizens. But Pennsylvania citizens are infinitely better off
because of the stimulus, and a lot of that money, like the $32 in-
crease in food stamps a month, that has pumped a significant
amount of money into the economy. And food stamps get spent.
They get spent immediately, and they get spent at usually corner
grocery stores, and it goes all the way through the distribution
chain, that type of spending.

So, No. 1, I think the stimulus has achieved its goal early on in
helping individual citizens. I'm sure the same thing is true in
Maryland and Massachusetts.

No. 2, providing essential aid to the States. Thirty of our States
have raised taxes this year. Almost all of our States have made sig-
nificant cuts in services. The increase in taxes, the cuts in services
would be infinitely greater were it not for the aid that the stimulus
program has given to the States. Without the money that we re-
ceive in this coming fiscal year—we’ll receive close to $2 billion in
stimulus aid that helps us defray costs in our budget. Without that,
there would be thousands of additional layoffs, not just of State
workers, State police, caseworkers in our system, but teachers,
local law enforcement officers, municipal and county workers and
employees. All across the State we would have seen thousands
upon thousands of additional layoffs.
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And when you do this computation—and I know it’s very, very
difficult to put your finger on it, how many jobs in stimulus re-
tained or how many jobs created—well, I can tell you because of
the direct aid to States it helped retain an awful high number of
government jobs, and that not only helps job retention but it helps
keep those people out there serving the people in need at a time
when obviously need is increased because of the economic reces-
sion.

The third goal of the stimulus was to jump-start ready-to-go
projects, and I think most of us have done it right. Most of us took
the transportation money, working with our regional planning or-
ganizations, and did fix it first. Why did we do fix it first? Because
if you're fixing a bridge, you don’t have to do an environmental as-
sessment. You don’t have to do an environmental impact state-
ment. You've got the right of way acquired, and you can get to
work on that bridge in less than 4 months and, in Maryland’s case,
even faster. So we did fix it first, and we’re spending the money.

Pennsylvania originally had 242 projects—by the way, the good
news is, because construction costs are lower than anticipated, 17
percent lower in Pennsylvania, we've been able to add more
projects to the ARRA list, but we have—work has begun on 131 of
our 242 bridge and road projects in less than 4 months. We had
an expedited bidding system. We gave contractors 60-day limit
when they could begin work, and things are happening.

I told a story. I was in Beaver County, a distressed county north
of Pittsburgh, and we were embarking on an $11 million project to
repair a bridge that went from the city of Beaver into the city of
Rochester, 38 workers and 5 vendors. The contractor and four ven-
dors, all Pennsylvania companies—steel, asphalt, timber, con-
crete—all Pennsylvania companies, all of whom bring back people
into their factories as they get new contracts.

If you look at the job loss in Pennsylvania—and we’re a little bit
better than most States. Our unemployment rate is a point and a
quarter below the national average. But if you look at the job loss
in Pennsylvania, the two big sectors, construction and manufactur-
ing. What infrastructure stimulus does? Construction and manufac-
turing. It’s working. And the good news is it’s only going to get bet-
ter. Most of our projects are going to roll out and kick into high
gear the rest of July, August, September, October, November.
You're going to see a huge impact.

So I think the stimulus is going to work. I think any judgment
on it is premature, and I think we should all—not make this a par-
tisaﬁ issue. We should all take a deep breath and let’s see how it
works.

I personally think we should have more infrastructure. So I
would like to see a second stimulus devoted solely to infrastructure.
It’s the one that produces jobs and produces orders for factories,
American factories.

But I also agree that let’s see how this rolls out. Let’s see how
this rolls out before making a decision on anything else. But I
think it is going to be successful, and I think it is working, and I
urge everyone to be patient.

Last, controls. We're much like Governor O’Malley, and Governor
O’Malley has done a fine job in controls. Our transparency is just
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that. We even take input before we issue RFPs like on weatheriza-
tion, for example. Pennsylvania spends $30 million a year on
weatherization. Most of that is Federal. We’re now in receipt of
$253 million of weatherization funds, 30,000 homes.

We don’t have—initially, we didn’t have a clue how to ramp up
because most of the $30 million is done through nonprofits. So we
went online and got suggestions from people and providers and the
nonprofit community themselves, and we had discourse online. It’s
really exciting to see the discourse.

We have oversight. We hired a CEO, a retired CEO of a com-
pany, a real tough former West Pointer. He is our accountability
officer; and he has wide, sweeping powers.

We put together an oversight committee, as Congressman Brady
knows. The two senators were allowed to put one person on the
committee. The Republican House Caucus put one person on the
committee. The Democratic House Caucus put one person on the
committee. Same thing with four caucuses in Harrisburg. So we
have eight Members that came from Republican and Democratic
Members of various legislatures. Then we have the head of the
Chamber of Commerce, the head of United Way, and the head of
the AFL-CIO; and that’s our 11-member oversight panel.

In terms of fiscal controls, Pennsylvania every year, State and
Federal and other fund money, we spend about $61 billion; and
we’re fortunate that we have all sorts of controls, pre-audits, post
audits by the Auditor General. We have comptrollers in every de-
partment. We’ve got a very, very good, sound system.

But we didn’t rely on just our system and just the Federal con-
trols. We worked with the GAO, and the GAO has been tough. I
don’t know if Governor O’Malley would agree with that, but the
GAO holds us to a very tough standard. They wanted us to do risk
assessment. We have 90 different stimulus projects. We did a risk
assessment with the GAO and came up with 15 of the ones with
the highest risk, including, for example, the weatherization project;
and GAO in its report says Pennsylvania has taken steps to track
recovery funds and assess risks.

So we’'ve gotten high marks. We're going to continue to get high
marks because it’s important to us.

The Congress and the administration took a leap of faith with
stimulus. And we know, as Governors, that a lot of the implemen-
tation is on our hands; and, ladies and gentlemen of the Congress,
we don’t intend to let you down.

[The prepared statement of Governor Rendell follows:]
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Chairman Towns, Ranking Member Issa, and Members of the Committee, thank you for
the opportunity to testify before you today on Pennsylvania’s use of American Recovery &
Reinvestment Act funding. Iam particularly grateful for your role in providing the American
people with this necessary stimulus package and for your dedication to overseeing its successful
implementation.

Pennsylvanians will receive approximately $16 billion from the Recovery Act. This
includes billions of dollars in direct relief for Pennsylvania taxpayers - including over $1.7
billion this year alone from tax relief to individuals and over $750 million in additional food
stamps in the next two years — as well as approximately $9.9 billion in formula-driven funding
for health care, education, infrastructure, job training, energy independence, housing and other
aid. As Pennsylvania’s Governor, I am deeply committed to the effective deployment of these
crucial resources, and from Day 1 have put in place systems to ensure transparency, integrity and
accountability of all Recovery funds.

Before 1 describe the structure and strategies we have implemented to prevent waste,
fraud and abuse, let me provide you with some highlights on how we are already putting
stimulus funding to work creating jobs and strengthening Pennsylvania communities:

» Transportation Funding: In March, we announced the list of $1 billion in highway and
bridge infrastructure projects that were selected by local officials to receive stimulus
funds, and the federal government has already obligated $720 million for these projects -
including $315 million in Economically Distressed Areas. Bids are coming in an average
of 15% lower than we expected, and I am particularly pleased that to date we have
awarded 162 Recovery contracts worth more than $369 million, out of a planned 242
total contracts, and started work on 131 projects totaling about $300 million. I anticipate
that all of our original stimulus-funded transportation projects will have bids opened by
Labor Day and by that date work will have begun on an estimated 70%. Every billion
dollars of transportation investment is estimated to create 30,000 direct and indirect jobs,
so it is particularly important to inject these resources into the economy as quickly as
possible. Ialso want to emphasize that federal stimulus funds are supplementing, not
supplanting, our previously planned state spending; the combined investment totals close
to $3 billion — by far the most highway and bridge work ever produced in a single year in
Pennsylvania. In fact, just this year, Pennsylvania has begun work on 540 out of 5,900
structurally deficient bridges — 470 of these are from our own bridge program and 70 are
funded from the federal stimulus.

As one Western Pennsylvania contractor told his local newspaper: “The stimulus money
is starting to flow, and it has meant a great deal to the contracting industry. It also means
a lot to the general public because of the crisis that we currently have with all of our
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infrastructure, particularly transportation infrastructure — the roads and the bridges.... It
is allowing contractors to put people to work that I don’t know would otherwise be
working if it wasn’t for the stimulus money.”

In addition, Pennsylvania is focused on doing it right — not just fast. That means
following a “fix it first” policy, which avoids sprawl and also has the most immediate job
creation impact. A recent report by Smart Growth America found that Pennsylvania’s
commitment to upgrading existing highways with stimulus funds — as opposed to
building new ones — ranks 14" best among all the states.

« Water and Sewer Infrastructure Upgrades: Recovery funding is making it possible to
upgrade water systems across the Commonwealth, which is particularly important as a
recent study found that Pennsylvania’s drinking and wastewater systems face $36.5
billion in capital repairs and upgrades over the next 20 years, We announced $114
million in Recovery funding to upgrade water systems in 26 counties in April, and next
week more than half of that work is scheduled to begin — with the balance starting on
October 1. The final $106 million in water and wastewater stimulus funding wili be
awarded to projects before the end of this month.

* Energy Independence: The Recovery Act’s energy-related investments are especially
powerful because of their dual impact: creating jobs and spurring innovation in the
emerging alternative energy sector, while reducing our nation’s demand for non-
renewable energy and foreign oil. Pennsylvania submitted its State Energy Plan to the
federal government on May 12, and the first 10% of our allocation has been released to
the state and is already allocated to nine cutting-edge alternative energy projects.

We are also hard at work ratcheting up local capacity in order to maximize the $253
million in Weatherization funding that Pennsylvania will receive — enough to weatherize
over 25,000 homes. This allocation represents a six-fold increase in the Weatherization
resources that Pennsylvania typically draws down, and we are taking advantage of this
opportunity to revamp our entire Weatherization program so that it is performance-based
on energy savings and better targeted to low-income, high-energy use eligible
houscholds.

Here's how one Weatherization leader from Lycoming County described the impact: “In
my opinion, this really is a good way to make these stimulus dollars work. There will be
job creation, subcontracting and materials purchase. The beauty of it, too, is that we will
be helping a lot of people reduce their energy costs.”

The successful implementation of these and other Recovery programs demands vigilance
from all levels of government on behalf of the taxpayers we serve.

Strong Oversight and Accountability

Preventing waste, fraud and abuse starts with an cffective structure for oversight and
accountability. Pennsylvania’s oversight structure consists of the following key elements:

[S]
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s Chief Implementation Officer: General Services Secretary James Creedon is serving as
the Chief Implementation Officer for the Recovery Act in Pennsylvania. Secretary
Creedon has extensive experience in infrastructure and in the contracting process, and he
is responsible for overseeing the implementation efforts of all state agencies and of
eliminating any burcaucratic hurdles to efficient deployment of stimulus resources.

* Chief Accountability Officer: To spearhead our accountability efforts, we recruited the
esteemed business leader Ronald Naples, who most recently ran the Quaker Chemical
Corporation. Mr. Naples works across state agencies to ensure that appropriate
programmatic, selection criteria, outcome measures and financial structures are in place,
and to lead our efforts to report to the federal government and the public on our use of
Recovery funds.

* Stimulas Oversight Commission: Mr. Naples also serves as the Chairperson of the non-
partisan Stimulus Oversight Commission that I established to provide Congressional,
state legislative, private sector, labor and non-profit leaders with a prominent role in
furthering our efforts to effectively implement the Recovery Act. The Commission
includes 11 members in addition to Chairman Naples and Secretary Creedon: one from
cach legislative caucus in our state General Assembly, one appointed by each United
States Senator; one appointed by each caucus of our United States House of
Representatives delegation; and three at-large representatives from the AFL-CIO, the
United Way of Pennsylvania and the Pennsylvania Chamber of Business & Industry. The
Commission meets regularly to monitor our progress and provide input on
implementation strategies. Its meetings are publicly advertised and open to the press and
public, and videos of the Commission meetings as well as transcripts and all briefings
materials are posted on our public Recovery Web site.

+ Management Committee: The operational side of Pennsylvania’s stimulus
implementation is furthered through a Management Committee of 8 Cabinet and Deputy
Seceretary-level staff who meet weekly to discuss implementation, financial oversight,
accountability and federal reporting. This group also regularly updates legislative staff
and legislative standing committees with oversight over impacted program areas.

These formal structurcs are supplemented by additional work groups that cross ail
involved agencies in order to align information technology, financial control and audit, federal
reporting, grant processes and other Recovery Act functions.

Promoting Transparency and Public Engagement

It is essential that Americans have confidence in our administration of the stimulus, and
transparency is a prerequisite to achieving that goal and to ensuring that these resources are
appropriately invested in the public interest.

We intend to use federal reporting requirements as a starting point to make regular public
reports to the Commonwealth that include information on the status of our expenditures and —
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even more importantly — how Recovery funds are impacting Pennsylvanians. Job creation and
retention are certainly the most important measures, but we also have a responsibility to illustrate
how stimulus resources are furthering the President and Congress’s goals of moving towards
energy independence, improving education and modemizing health care. And in addition to
meeting our federal reporting requirements, I have tasked the Chief Accountability Officer with
developing additional performance measures that can provide meaningful information to our
citizens, which we plan to make easily accessible in simple and direct terms.

Our first order of business following passage of the Recovery Act was to establish a
dedicated website — www.Recovery. PA.gov — to provide our citizens with up-to-date information
on all stimulus spending decisions and a way to track every stimulus dollar. In fact, our Web site
was highlighted as a case study in a recent edition of Federal Computer Week magazine.

Through the Recovery Web site, taxpayers can see how much funding we are receiving
and for what purpose, how those funds are being used, and what the impact is for the state as a
whole and for their own town or county. Visitors are also able to see how they can provide
public input into each of the major grant streams, as well as to report waste, fraud and abuse.

Since it is the furthest along, transportation funding is the best example of our
commitment to transparency. As you can see in the attachment to my testimony, our Web site
provides the status of each project, the number of jobs that will be created, estimated start and
completion dates, the cost, the contractors who were selected through the bidding process, and
even a map of the location and before-and-after photographs.

Another important strategy for promoting transparency, public involvement and proper
use of funds is to engage stakeholders through formula structures — such as Pennsylvania’s
municipal planning organizations (MPOs) and rural planning organizations (RPOs) — as well as
informal means, like posting draft guidelines on the Web site and secking public comment.

As we speak, our plan to put energy funds to use is up for public comment before we
issue a planned Request for Proposals — just as we did with Weatherization funding and school
cafeteria equipment grants. We also posted draft versions of our $1.9 billion State Fiscal
Stabilization Fund application before formally submitting it to the U.S. Department of Education
on June 26.

Ensuring Financial Integrity

Pennsylvania’s existing financial control and auditing systems manage the $61.5 billion
in state, federal and special funds that make up the Commonwealth’s total budget. These strong
and well-tested internal controls are being applied to provide the necessary preventive oversight
for avoiding waste, fraud and abuse with regard to Recovery funds. In addition, we have
supplemented our existing systems to meet new requirements under the stimulus — particularly
with regard to reporting requirements and managing the roles of sub-grantees.

Our financial controls accomplish all of the safeguards that we would expect of a large
government entity, including:
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* Specific accounting codes that track stimutus funds;

¢ Central control of the accounting system accompanied by segregation of duties at all
levels and in all agencies;

+ Competitive bidding, reporting requirements and site visits to ensure funds are spent
appropriately;

e Pre-audit functions that make certain the necessary documentation is in place before
payments are initiated, and separate checks before payments are subsequently processed;

* A state Inspector General who investigates reports of waste, fraud and abuse; and

» Independent auditing by a public accounting firm.

Pennsylvania’s current programmatic strategies to prevent and detect waste, fraud and
abuse prepare us to appropriately administer Recovery funds, as evidenced by two of our largest
stimulus funding streams: the increase in the Federal Medical Assistance Percentage (FMAP)
and the transportation funding described earlier.

Our Medical Assistance claims management system, called “PROMISe,” currently
verifies, calculates and creates payment requests for more than $16 billion a year. We check
extensive citizenship, financial and criminal applicant information for everyone who applies for
Medical Assistance in order to combat fraud, and the PROMISe system then uses its built-in
controls to verify eligibility and health care benefits before allowing any payment. Additional
data mining flags potential fraud in order to avoid abuse.

With regard to transportation funding, Pennsylvania is using the same well-established
contract award process for stimulus funding as we do for all other funds. Our process requires
that contractors pre-qualify based on successful review of their audited financial statement,
organization and experience statement, and affirmative action statement. Only after a contractor
pre-qualifies can the firm bid on contracts. Bidding opportunities are publicly advertised online,
and prospective contractors have the opportunity to electronically submit their bids. Our
Department of Transportation then reviews the bids and makes an award to the lowest
responsible bidder. Once a project begins, inspectors review construction throughout the
building process, and contractors cannot submit a request for payment until each phase is
inspected. Actual payment requires multiple checks for supporting documentation and
compliance with contract conditions, This process ensures accuracy, transparency and quality.

Implementation of a number of stimulus programs will require extensive use of sub-
grantees, and Pennsylvania is strengthening its financial requirements to match its new
expectations for these entities. For example, the vast expansion of the Weatherization program
will stretch the capacity of existing community agencies. As part of our allocation process for
Weatherization funds, Pennsylvania is implementing new specifications for the separation of
financial and programmatic functions at each agency and the first-ever mandatory filing of
financial disclosure and conflict of interest statements by agency board members. In education,
we are seeking the assistance of an independent auditing firm or entity with similar financial
experience to perform pre-expenditure reviews of school districts’ investment plans. This
technical review will ensure that taxpayers are getting the most for their money, while
simultaneously streamlining financial reporting for school districts.
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Pennsylvania has also conducted a detailed risk assessment of our major stimulus-funded
programs to determine where we need to focus the most attention to avoid abuse. Our review
used criteria provided by the Office of Management and Budget, as well as our own Budget
Office. It examined 90 stimulus-funded programs, and based on agency interviews, previous
audit results and our experience within some of these programs, identified 15 programs that will
receive a high level of oversight as Recovery funds are deployed.

Our approach to these 15 programs will be based on each one’s unique characteristics and
nceds. For example, in programs like highway funding and water infrastructure where our
Budget Office already conducts audits, we will simply add additional audit procedures to test the
Davis-Bacon and the Buy America requirements of the stimulus. For newer programs that have
not been audited before, we will conduct audits in accordance with OMB guidelines and, for
those where prior audits have indicated challenges that have been corrected in the past, we will
focus our auditing on the areas where problems previously occurred to be sure that our programs
are stronger.

Our Budget Office will also assist agencies with self-assessments on these targeted
programs to help managers identify where potential risks can occur as well as ways to protect
against fraud, waste and abuse. In addition, we have completed a gap analysis on our project
management systems, particularly as it relates to sub-grantees, and have begun to implement
improvements as necessary.

As the GAO report being released today states: “Pennsylvania has taken steps to track
Recovery Act funds and assess risks.” These processes are working, and I am committed to
ensuring the integrity of Recovery funds on behalf of the Commonwealth’s taxpayers.

National Governors Association Recommendations

It is a privilege to be here this moming with Governors Patrick and O’Malley and to leamn
from their experiences in implementing the Recovery Act. I also have the honor of leading the
National Governors Association, and I would like to share with you what I am hearing from
some of our colleagues across the nation.

In addition to our gratitude to the President and Congress for enacting this legislation, we
are pleased that the Administration, individual agencies and OMB have provided a substantial
amount of guidance and cooperation, and that funds are flowing to the states. We have a deep
respect for the oversight responsibilities of both Congress and the Administration.

As we move forward together to ensure the successful implementation of the stimulus
package, the National Govemnors Association has compiled a few recommendations, which the
organization is releasing this morning to coincide with this hearing:

s Coordinate and streamline reporting requirements and oversight: Congress and the
Administration should share information and develop common definitions to the greatest
extent possible to make state reporting easier and more usable. National and regional
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oversight activities also should be coordinated to avoid duplication and minimize the
impact on limited state resources.

* Provide resources for accountability and transparency: OMB efforts to allow states to
use up to 0.5 percent of Recovery funds for administration are helpful, but in the
experience of some Governors it is not sufficient to adequately support state oversight
and accountability efforts.

s Allow time for planning: The Recovery Act’s objective of spending money quickly
must be tempered with the objective of spending taxpayer dollars wisely. Congress and
the Administration should provide states flexibility to organize and plan after federal
rules are finalized to ensure proper handling and priority-setting at the state level. States
especially need time to plan and execute for Jong-term growth in health IT, broadband,
high speed rail, R&D, and alternative energy and smart grid. The focus of these five
programs is different from short-run stimulus programs and thus effective and efficient
planning, as opposed to accelerating spending, should be the priority.

* Communicate with and through Gevernor’s Offices: The Recovery Act provides
states and Governors with central responsibility for using and administering federal
recovery funds. Federal officials should ensure that the Governor’s Office is kept
informed of the federal spending and activities that oceur in a state. Governors must also
have access to all reporting information on both a transactional and aggregate basis to
ensure accurate, consistent and quality reporting of expenditure and job creation data.

Thank you again for the opportunity to appear before you today. OQur shared commitment
to preventing waste, fraud and abuse will provide public confidence in these vital Recovery
funds and — most importantly — maximize the use of every stimulus dollar in growing our
economy and advancing our long-term economic priorities.
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Chairman TowNs. Thank you very much, Governor.

I yield 5 minutes to the gentleman from Massachusetts, Mr.
Tierney.

Mr. TIERNEY. Thank you, Mr. Chairman.

Governors, thank you for your testimony on that.

A couple of questions. One is with the weatherization. A lot of
that money is yet to be implemented. I think, Governor Rendell,
you mentioned that the infrastructure is a bit of an issue. Could
each of you tell us what you’re doing to make sure that we have
that infrastructure ramped up? I know we have money in the
Green Jobs Act which could train people for that, as well as other
resources. And then what structures you’re going to use to actually
get it done and when do you think in your respective States that
money will start to show an impact in terms of hiring people and
getting the work done.

Governor Rendell, if I can ask you to start.

Governor RENDELL. Sure. As I said, it’s one of our biggest chal-
lenges because our infrastructure spends $30 million a year. All of
a sudden, we have $253 million to spend in 18 months. Our infra-
structure on the $30 million is that we go through nonprofit organi-
zations in different regions and they pick the contractors. We're not
certain—I mean, we are actually fairly certain that the current in-
frastructure cannot deal with $253 million. So we’re in the process
of—as I said, we've taken input from these groups. We're in the
process of trying to build an infrastructure that can do this, and
it may mean getting some private firms involved in doing the
weatherization.

So we’ve been talking to a lot of the ESCOs, the companies that
do energy controls on buildings and whatever; and we have ESCOs
working on every public building in the Commonwealth. We're
looking at the ESCOs and seeing if we can talk them into whether
it’s financially remunerative enough for them to do some of the
work. We’ve hired two people with experience in this to help us
flesh out our weatherization program. But it is a difficult program.

But I just want to give you a quote. In my testimony, I quoted
a weatherization leader from Lycoming County, nonprofit, who
says: In my opinion, this really is a good way to make stimulus dol-
lars work. There will be job creation, subcontracting, and materials
purchase. The beauty of it, too, is that we will be helping a lot of
people reduce their energy costs.

So I think the weatherization program is a great program. Once
we can gear it up, I think you will see a tremendous amount of job
creation and, again, tremendous amount of subcontracting and ma-
terial purchase.

Mr. TIERNEY. I agree with your last point wholly. That’s why I
asked the question.

Governor O’Malley.

Governor O’'MALLEY. We commenced work on our first weather-
ization project approximately 2 weeks ago in a home of a very nice
family in Montgomery County, and what we have found is that the
capacity for accommodating weatherization work was better in
some counties than in other counties, and so we're—we’ve created
partnerships much like the ones Governor Rendell talked about.
We found that our community colleges are also tremendous sources
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for us in terms of providing the training, and the companies them-
selves are helpful in that as well.

It has been a bit of a ramp-up. Some of our counties are
partnering with neighboring counties in order to get them up to
steam, but we’ve already begun that work, and we anticipate that
we’re going to be able to fill the demand and get it in done in a
timely fashion.

Governor RENDELL. To add to what Governor O’Malley said, it’s
a great program for taking displaced workers, cabinetmakers
whose factory closed because they made cabinets for homes—for
new homes, taking them and giving them not jobs that necessarily
are going to pay at the income level they were getting before but
jobs that will get them an income flow again.

And we’re spending—the stimulus gave us almost $700,000 to do
job—excuse me, $700 million to do retraining, and we have a lot
of retraining programs through the Department of Labor for the
weatherization program because 30,000 homes you can imagine in
18 months, it’s very labor intensive.

Mr. TIERNEY. Thank you. I know a lot of Members here are hav-
ing some discussion about whether the jobs are being created fast
enough, but I note that our minority leader, John Boehner, was
quoted on June 15th as saying he’s pleased that the Federal offi-
cials stepped in in order for Ohio to use all of its construction dol-
lars for shovel-ready projects that will create much-needed jobs.
I}lnd I think that’s what most people expected. This will happen on
that.

Do you agree with Mr. Boehner, that once we get this money out
of the Federal agencies and to the States that, in fact, we should
see some jobs created in both your States?

Governor RENDELL. At every level. I mean, the transportation
money—again, Maryland was ahead of a lot of us, but you're going
to see in Pennsylvania, July, August, September, October, Novem-
ber, tremendous amount of construction work, I mean a tremen-
dous amount of construction work.

Mr. TIERNEY. Do you agree, Governor O’Malley?

Governor O’MALLEY. Congressman, I do. We anticipate some
17,000 jobs being created in the course of the life of the stimulus
on transportation. I support it because of these transportation dol-
lars, not to mention the water and the wastewater projects. I mean,
we’ll have a ramp-up trajectory.

Mr. TIERNEY. Is there any doubt in either of your minds that the
money from the Recovery and Reinvestment Act given to States so
far has at least stopped or enabled you not to lay off additional peo-
ple? I know it’s been tough on everybody’s State and some people
have been laid off, but what would be the situation in your State
in terms of your losing your job and things not happening, services
for citizens if the Federal moneys had not been out there?

Governor O'MALLEY. I can tell you that there were 700 jobs that
were about to be eliminated within our State government on the
eve of the passage of the Recovery and Reinvestment Act. So that’s
700 right off the top. But the ripple effect of that, the cascading ef-
fect of that, if we had to close 52 billion, $3 billion holes in our
budget in the current year, that would have affected all of our
schoolteachers. That would have been teachers being laid off. That
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would have been other layoffs at the local level as well. We would
have exacerbated what is already a very daunting and challenging
problem. So there is not a doubt in my mind that these dollars
have actually been very, very effective in keeping this unemploy-
ment rate from being worse than it otherwise would be.

Governor RENDELL. I agree, and I related that in my earlier tes-
timony. But I also think it is creating new jobs. The 38 jobs on that
bridge in Beaver County that I talked about, every one of them
were building trades, men and women, who hadn’t worked in 6
months, hadn’t worked in 6 months. The vendors told me that they
were bringing back people that they had previously laid off. We
had a big ceremony. So we’re actually—in addition to retaining,
we're creating new jobs.

And I also want to say that I think most States—and I know
Maryland’s doing this—we’re not using this stimulus money as
supplanting money we’ve been spending before. For example—and
Congressman Brady knows this—Pennsylvania is engaged in its
own accelerated bridge program. I got the legislature to commit an
additional $350 million last fiscal year to do bridge work.

All told, Pennsylvania there is %,1 billion of road resurfacing and
bﬁidge in AARA. All told, Pennsylvania is spending $3 billion on
this.

So we are trying to add to the stimulus program with our own
stimulus, and I think that’s true in a lot of States.

Chairman TowNS. I now yield 5 minutes to Mr. Chaffetz of Utah.

Mr. CHAFFETZ. Thank you both for being here. I appreciate your
service and your commitment to our country and your States. I ap-
preciate the opportunity to ask you a few questions.

Governor Rendell, how many jobs have been created in Pennsyl-
vania with the stimulus?

Governor RENDELL. Well, so far, the $17 billion that’s come into
Pennsylvania, about $1 billion has been spent. Now, when I told
you that 131 of our 242 projects are underway, we pay as you go.
We reimburse for work done by the contractor. So that number is
going to ramp up very, very fast.

I would say on creation of jobs, there are probably a couple of
thousand at this point; on retention of jobs, probably 5,000 to
10,000.

Mr. CHAFFETZ. One of the things we struggle with is everybody
estimating and guessing. The real number we look at is the unem-
ployment rate, and it’s skyrocketed.

Governor RENDELL. For us, though, our unemployment rate is
about a point and a quarter below the national average. Still hor-
rible. Horrific. But a point and a quarter below the national aver-
age. I think the stimulus has helped us to some degree. And again,
the State stimulus adding to the Federal stimulus I think has been
very effective for us. Whereas we are just starting work on the
bridges and roads with the Federal stimulus, our accelerated
bridge program, we had targeted 470 bridges, and we are working
on 420 now. So that is having an effect. I know each of us want
definitiveness.

Mr. CHAFFETZ. When you say $1 billion, and you talk about 2,000
jobs, and yet we hear through the testimony from the Office of
Management and Budget that one of the important things you can
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do is get money back into people’s pockets. We are going to cre-
ate—70 percent of the jobs created in this country are created from
small businesses. And when I hear Governor O’Malley talk about
700 jobs, those are 700 government jobs.

Governor RENDELL. But first and foremost, the retention of jobs
initially—.

Mr. CHAFFETZ. Pardon me, Governor, my time is so short. I know
I'm interrupting.

Your numbers directly coincide from what we heard from the Of-
fice of Management and Budget. The Federal Government has
spent some $75 billion and can only point to 150,000 jobs.

Governor RENDELL. I think I can explain that, though, Congress-
man. A lot of that billion dollars has gone to individuals. It’s gone
to the worker who has lost his job and is getting unemployment
comp, he

Mr. CHAFFETZ. But that’s not creating jobs.

Governor RENDELL. I understand. But what I'm saying is, re-
member, the stimulus had a number of different goals, and I
hope——

Mr. CHAFFETZ. My understanding it was jobs, jobs, jobs.

Governor RENDELL. It was, but it was also relief for people in
need. So when you consider giving an unemployed worker a longer
period of unemployment compensation and a higher stipend, that’s
not going to create a job. Maybe he will have more money to spend.
But do you think that was an appropriate thing to do under stimu-
lus?

Mr. CHAFFETZ. When you go out and you spend hundreds of bil-
lions of dollars, there are going to be jobs created and there is
going to be relief given to the people. I understand that.

I think what I disagree with is the notion that where government
is creating jobs, theyre creating government jobs. Let’s empower
people.

Governor, I will give you a chance to answer.

We heard in earlier testimony that 28 States have raised taxes,
which you say deepens the impact of the downturn. And is that
your perspective as well? If you raise taxes within the State, would
that, quote, deepen the taxes?

Governor RENDELL. It depends on the scope of the increase, No.
1. But No. 2, without the stimulus, those 28 States would have had
to raise taxes infinitely greater. I mean, you’ve got to understand
that. Right now, this year that concluded

Mr. CHAFFETZ. I guess the question is, who should pay for it?

I want to give Governor O’Malley a chance here, too. But that’s
what is offensive, I think, to a lot of people is that people will have
to end up paying the tab for—States like Utah, we balance our
budget. We don’t have—we had a $400-plus million rainy day fund.
We didn’t have to tap into that.

Governor RENDELL. I would submit to you, if you look at the de-
mographic of Utah, it’s totally different than the demographic of
Pennsylvania and Maryland when it comes to people living below
the poverty line, the number of disabled people, the number of spe-
cialized students. You can’t compare apples to oranges.
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But the one thing that I wanted to say is look, I think the stimu-
lus bill was misnamed. Part of it was stimulus, part of it was job
creation, but a lot of it was relief. It was

Mr. CHAFFETZ. Part of the semantics that we are struggling with
is what the jobs are.

Governor RENDELL. That’s why I would like to see—and again,
my guess is you are not in favor of an additional stimulus, but if
you do it just do infrastructure, I guarantee you——

Mr. CHAFFETZ. 3.5 percent of the stimulus was infrastructure, as
I understand it, roads and bridges. That’s a scam. Wow, you know?
Come on.

Governor RENDELL. Infrastructure, because I can bring you to
every infrastructure project we've got going and you will see people
working who weren’t working before. You will see Pennsylvania
factories getting orders that didn’t have orders before, and that’s
what it’s all about.

Governor O’'MALLEY. And they work for private companies.

Governor RENDELL. And they work for private companies. They
don’t work for us.

Chairman TOwNS. The gentleman’s time has long expired.

Mr. Issa. When the Governor was saying “jobs, jobs, jobs, give us
pl;blic works jobs, road jobs,” it was just too good to cutoff, wasn’t
1t?

Chairman TOwNS. But I think that the gentleman needs to un-
derstand, though, that when you look at the whole situation in
terms of job creation, you cannot look past retention. I think about
the 14,000 teaching jobs that were saved in New York City as a
result of the stimulus package; which means that affects our edu-
cational system, because if they had been laid off, then the class-
rooms, in terms of the amount of students there, would have been
much larger, the learning process would have slowed down and all
of these kinds of things.

Anyway. Let me yield to the gentleman from Virginia by way of
Massachusetts.

Mr. ConNOLLY. I thank the chairman and I would ask, without
objection, that my opening statement be entered into the record.

Chairman TowNs. Without objection.

[The prepared statement of Hon. Gerald E. Connolly follows:]
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Opening Statement of Congressman Gerald E. Connolly
Committee on Oversight and Government Reform
“Tracking the Money: Preventing Waste, Fraud, and Abuse of Recovery Act Funding”

Wednesday, July 8%, 2009

Thank you, Chairman Towns for convening this important hearing. First, | want to reiterate how
important the American Recovery and Reinvestment Act has been in economic stabilization. This bill has
already invested more than $66 million in highway and bridge construction and maintenance in Fairfax
County and Prince William County, if we hadn’t made this investment, this money would have
represented lost incomes of laid off state, local, and private transportation workers. Lost income and
lay-offs would have caused these workers to contract their spending further, creating a ripple effect
across the economy. This investment also is important because transportation infrastructure is essential
to Northern Virginia’s growth in the short and long term. Deferred investment represents lost economic
opportunity. There are stories like this from across the nation, and they stand out as successes of the
Recovery Act as shrewd economic policy. Federal Reserve Chairman Bernanke recently told this
committee that the economy was dangerously close to collapsing last fail and very likely would have if
not for Congressional intervention. He noted that the Recovery Act is essential to restore economic
growth.

Other Recovery Act investments are saving money in the long term. For example, the Recovery Act
invested $4.35 million in dam maintenance in my district at Lake Barton and Lake Woodglen, protecting
homeowners in the Pohick Creek watershed. Had they ruptured, these dams would have imperiled
more than 900 residents. By making this investment now, we are saving money and protecting both life
and property.

Through the Recovery Act, we invested over $121 million in education in Fairfax County and Prince
William County, preventing layoffs and severe service cuts in our outstanding local school systems. We
invested $202 million in our Metro transit system, which is critical to avoid future accidents such as that
which occurred on the Red Line. Congresswoman Watson’s Subcommittee will hold a hearing on this
topic later today.

One reason that the Recovery Act has been successful is that we have been aggressive in our oversight
of its disbursed funds. Transparency is the single most effective tool to prevent waste, fraud and abuse.
The Obama administration, states, and individual members of Congress have developed web sites to
orovide unparalleled public access to information about projects funded by the Recovery Act. For
axample, my constituents can view projects supported by the Recovery Act in an interactive map, just as
they can for the states of Virginia, Pennsylvania, Maryland, and Massachusetts.

Jespite our vigilance, progress could still be made enhancing oversight of Recovery Act funding. This
Committee marked up and passed H.R. 2182, the “Enhanced Oversight of State and Local Economic
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Recovery Act,” introduced by Chairman Towns, which incorporated a bill | had introduced earlier, H.R.
1911. These bills both cali for dedicated funding to support local and state oversight of Recovery Act
funding. State and local agencies should have the same funding for oversight as Federal agencies. 1
remain hopeful the Senate will see the value in this legislation, which the House passed in May, and |
look forward to hearing from the Governors about the utility of this legislation.

t look forward to the Governors’ testimony and thank the Chairman for this latest in the series of
hearings on this subject.
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Mr. CoNNOLLY. It’s fascinating to me to hear my friends on the
other side of the aisle express so much concern about jobs, since
every one of them voted against this recovery package. And had,
in fact, their view prevailed, there would be zero jobs. Zero. And,
in fact, it was because of their importunings, there was less infra-
structure investment, Governor Rendell; isn’t that true?

Governor RENDELL. There was a movement in the House to dra-
matically raise the infrastructure investment and it got voted
down.

Mr. ConNOLLY. Precisely. The AMT may be a good thing to do,
but it was because of three Members of the other side of the aisle
in the other body who insisted that had to replace infrastructure
money that this went into the stimulus bill.

Having said that, one of the things that concerns me is we've
seen some linear thinking in this hearing today that literally takes
the amount of money and divides it by the amount of jobs and then
says that’s what it costs per job. Is that how it works?

For example, when you build, Governor O’Malley, a metro system
such as we have here in the Nation’s Capital, the only benefit from
that investment was the actual number of jobs created at the time
of construction. Isn’t that true?

Governor O’'MALLEY. No. There would be a cascading benefit be-
cause of the demand created within the economy for all sorts of
things.

Mr. CONNOLLY. So there’s been a return on that investment?

Governor O’'MALLEY. There is a return that’s much greater than
the initial investment, which is why in the past, this great country
always made big investments like that.

Mr. CONNOLLY. So, for example, Governor Rendell, when Dwight
Eisenhower, a Republican President, had the vision to make an in-
vestment in the interstate highway system, which today I think
probably would have been opposed by some of my friends on the
other sides of the aisle—and by the way, that water was carried
by none other than a Senator from Connecticut named Prescott
Bush—that interstate highway system created 50 years ago had a
drop-dead cost to it, but 50 years later has it had other positive
benefits since the construction?

Governor RENDELL. Sure, in terms of competitiveness, quality of
life, public safety. But it was also a great jobs and orders-for-Amer-
ican-factory bill as well.

Look, Congressman, if we are really concerned about jobs, I have
a suggestion: Change the way you score the Federal budget. And
it’s not just my suggestion and the organization I had, Building
America’s Future. I had Speaker Gingrich and former leader Gep-
hart together, and they both say let’s change the way we score the
Federal budget, go off line, do a capital budget like every other po-
litical entity in this country has, put a trillion dollars into an infra-
structure repair program. Let’s get it done in the next 5 years and
you will see this economy humming. Not just construction jobs but
steel plants.

Mr. CONNOLLY. Good point. But I guess I want to still return to
the point that you and Mr. O’Malley have clarified for us that you
can’t just count the exact jobs created by activity X today; you've
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actually got to look at whether it’s an investment that has a return
on it or is it just a sunk cost that has no other

Governor RENDELL. You do the jobs on the constructionsite, then
go back to every vendor, interview the CEO, and find out how
many people they brought back or how many new people he hired.
That’s the only way to accurately do it.

Governor O'MALLEY. But then when you look at the lasting na-
ture of the infrastructure, we also have future generations that
benefit from the upgrades to the roads, the bridges, and also the
water and infrastructure and its impact on the environment.

Mr. CONNOLLY. It enhances mobility, transshipment, movement
of goods and services, helps the economy in creating aggregate de-
mand; is that true?

Governor O'MALLEY. That’s true.

Mr. CONNOLLY. So we can’t just look at it in a linear way.

I also heard earlier this morning from our friends on the other
side the idea—actually, the idea that wouldn’t have tax cuts been
better than direct spending. Did we not try tax cuts like the largest
tax cut in history in 2001 in this economy, Governor Rendell?

Governor RENDELL. We did.

Mr. CoNNOLLY. And Governor Rendell, what was the net effect
of job creation from those historic tax cuts in 2001 by 2009?

Governor RENDELL. We actually lost jobs in the country and not
all to blame on the tax cuts, but tax cuts clearly by themselves
don’t work.

Mr. ConNOLLY. Do you know how many jobs have been lost, as
a matter of fact, in that recession that began in 2007, not January
20097?

Governor RENDELL. Several million.

Mr. CONNOLLY. 6%2 million jobs lost. So we've tried that; is that
true?

Governor RENDELL. Agreed. And remember, just to be fair, it was
President Obama who suggested the $800 family tax cut, which I
believe went to pay off bills—which was a good thing from the fam-
ily standpoint, didn’t create any jobs. I would love to have seen
some of that tax cut money traded for infrastructure, because we
know infrastructure creates jobs. There is no doubt about it. There
is no quarrel. There is no debate.

And by the way, infrastructure is not a Republican or Democratic
issue. I testified before in the Senate Committee and Senator
Inhofe, I guess considered to be one of the more conservative Mem-
bers of the Senate, said that aside from keeping the peace, he
thinks building the infrastructure is the second most important
thing we can do as a Nation, and we ought to get to it.

Governor O'MALLEY. And I might add that President Obama also
had to labor under the burden, as any chief executive of a Republic
does, of fashioning a consensus to get his package through Con-
gress. And to have done nothing was certainly—I don’t think is an
option that anybody in these halls would say was available to him.

Chairman TOWNS. I yield 30 seconds to the ranking member.
Then at that point, I will yield 5 minutes to Mr. Dent who has been
yielded unanimous consent to be able to participate.




173

Mr. IssA. Thank you, Mr. Chairman. And I will use just a small
part of it to recognize the senior Senator Gore for his contribution
in that superhighway system under Eisenhower.

Mr. Chairman, pursuant to rule 6, clause 2, I request to call wit-
nesses selected by the minority on 1 day of hearing concerning the
tracking of Federal Recovery Act dollars funding. And we request
the hearing take place before the summer district work period at
a mutually agreeable date.

And, Mr. Chairman, briefly, the only reason for this, as we dis-
cussed, is that we weren’t able to have a third panel. That panel
was dismissed and it was found to be inappropriate to put them
on either of the first two panels. So we do not have a witness, but
we believe it will be productive to have witnesses at a future time
to be decided.

And I thank the chairman.

Chairman TowNs. Congressman Dent, Pennsylvania.

Mr. DENT. Thank you. And I know you are all going through a
tortuous process and I'm so delighted you could be here with us.

One thing on the stimulus. It seems that much of the funding is
being used to fill holes: budget holes, potholes. One thing I noticed,
too, is that you are a great advocate for infrastructure, as am 1. A
lot of us are. But one of the frustrations—this is not a criticism of
you or PennDOT. It’s just a statement of reality that, according to
what I'm reading from PennDOT, there is $307 billion of commit-
ments for roads, bridges, highway projects, and we’ve spent, up to
this point, about $9.3 million.

Governor RENDELL. There’s a big difference between spending
and obligated.

Mr. DENT. I know. This is what’s spent, not obligated.

Governor RENDELL. Again, it’s less than 4 months and most of
the projects, the 131 I talked about, are just starting up. And
PennDOT is pay-as-you-go.

Mr. DENT. I just want to be clear that you are not able to do a
whole lot of new capacity construction with this money because of
the rules. You get a dollar, you're mostly doing resurfacing and
bridge repairs.

Governor RENDELL. Because we wanted to do it fast and create
jobs. And we built a new road. We would have had to do right away
an environmental assessment or environmental impact statement.
It would have been 2 years before we ever took a shovel to that.

Mr. DENT. That is right. The Federal process is what prevents
you from spending money on new capacity. I think we agree on
that point.

It seems that much of the stimulus money in Pennsylvania, and
I suspect around the rest of the country, is being used for basic
services—Medicaid, Title I, IDEA—and I think that’s an issue that
we are all confronting here. It’s going to basic services relief as op-
posed to jobs. I guess we can have this argument about relief ver-
sus jobs. But nevertheless, it’s relief money.

One other thing, too. In the GAO report, it says the Pennsylvania
Department of Education officials expressed concerns about assess-
ing jobs created and retained, and they are telling districts not to
use the recovery funds to create new positions that will need to be
sustained beyond the 2-year period but, instead, to use the funds
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for one-time costs such as teacher retention, bonuses, and even
some recruitment issues.

So I guess really a question is: Will the teachers who receive the
so-called retention bonuses be counted as jobs retained? And is
there a way to quantify how many teachers would have left work
without the recovery fund retention bonus?

Governor RENDELL. I think the Department of Education can do
that for you. But let me amend what you said.

The Department of Education properly recommended to the
school districts that, under the stabilization money that they re-
ceive, not to do any new hires because you lose that money in 2
years and you have to, obviously, get rid of the people they hired.
But they urged them to do it on things that had a legacy, like keep-
ing teachers or teacher training or school modernization. I would
have loved to have seen the stimulus allow school construction and
school rehabilitation. But somewhere along in this process, and I
don’t know

Governor O'MALLEY. It was on the Senate side.

Governor RENDELL. They knocked it out, and you can only use
it for school modernization. That would have been the best use of
these funds because they're 2-year funds.

Mr. DENT. Understood. But that same fund of money that is
being used for retention and recruitment—I'm not sure why we
need to spend money for recruiting during an economic downturn
like we are experiencing—but that’s the same money that could be
used for a State-related institution like a Penn State, Temple/Pitt.
And I know you have to make a lot of hard decisions, you and the
general assembly. Penn State is getting cut significantly, but in-
stead of funds being used for retention or recruitment, could those
not be used for, say, higher ed?

Governor RENDELL. Understand, the four State-related schools,
Penn State, Pitt Temple, etc., are getting stabilization money. The
cuts they are receiving would be much worse without the stimulus.
Much, much worse.

Mr. DENT. I guess finally, I appreciate the fact that you came
here. I think we all have to recognize that so much of this money
is being used for restoration of basic services where most of it has
been sent. I understand the frustration on the infrastructure. I feel
it, too. Alan Bieler does a great job for everybody in Pennsylvania,
and I've had these conversations with him many times about the
inability to spend this Federal money quickly because of our rules
that constrain your ability to build new capacity.

Mr. IssAa. Would the gentleman yield?

Mr. DENT. I would be happy to yield.

Mr. IssA. Following up on the question that I asked Governor
Patrick earlier. Would both of you comment on how you feel you
should spend the money when you do spend it on public works
projects. Should you be spending it at the lowest allowable wage
under the act, or would you support what has been reported—and
the Governor is going to confirm—that Massachusetts is about $17
above the Federal prevailing wage. As such, theyre getting less
bang for their buck.

Would you both comment on how you feel that should be done
in your States?




175

Governor RENDELL. Well, I would say, very succinctly, we fol-
lowed the Federal rules. So the money that’s being spent is being
spent at a wage rate similar to money we get from ISTEA. No dif-
ference.

In Pennsylvania, it’s interesting. We have regional assessments
of what the prevailing wage is. So the prevailing wage in Philadel-
phia for a sheet metal worker is significantly higher than the pre-
vailing wage in Altoona. So Altoona road projects get paid at their
prevailing wage, Philadelphia at their prevailing wage. But it’s the
same as the money that you give us that’s joined with State money
every year. And that should stay that way.

1 Governor O'MALLEY. And I believe that’s the same way that we
o it.

Mr. ConNOLLY. Mr. Chairman, would you yield me just 10 sec-
onds?

Chairman TowNns. I will yield you 10 seconds, yes.

To Mr. Issa’s point. But irrespective of prevailing wages, is it not
true that the cost of construction has gone down so much that as
a matter of fact, these dollars are creating more jobs and allowing
for more construction?

Governor O’'MALLEY. We are seeing more competitive bids coming
in. They are coming in much more competitively. In other words,
a better bang for the buck for our Federal tax.

Governor RENDELL. Our bids are coming in about 17 percent
lower than expected, which will enable us to not only do 242
projects, we are going to take the money again and spread it
through the regional planning organizations and do some addi-
tional projects.

Governor O'MALLEY. The people that are competing for these
jobs, these are small business people. These are people whose fami-
lies have at some time put their neck on the line keeping food on
the table. We all know it’s the private sector that creates these
jobs. But when it comes to big things like our bridges, like our in-
frastructure, these are things that we can only do together. So
these are real private sector jobs.

I might also add, the safety net, the so-called filling of the gap
for the budget, in this great recession there is a much greater de-
mand from hardworking people, who through no fault of their own
find themselves unemployed. And being able to provide health care
while they transition, being able to allow them to go and put food
on their table, creates demand in the economy.

And I might also add that the dollars invested in public edu-
cation are most definitely saving teaching jobs. And teachers are
Americans, too, and they are part of this economy as well.

Governor RENDELL. The $32 increase in the food stamp program
in Pennsylvania translates to, in a year, almost $600 million of
more spending. Think about that. That’s how many people we have
on food stamps. Six hundred million dollars’ more spending, and it
is the direct and the most quick spending of all.

Chairman TOWNS. Let me yield myself 5 minutes.

OMB'’s failure to issue timely guidance. In your opinion, if OMB
has not provided States with the necessary guidance in a timely
manner, is it possible to expect or is it feasible to expect States to
report all required data by October 10th? Is that possible?
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Governor O’MALLEY. From our standpoint, Mr. Chairman, we
certainly respect the hard work at OMB, and the clearer they can
be, the better. And at the same time with regard to the dollars that
we have already allocated and the dollars we are spending, we
don’t have a problem being able to report those in a timely manner
in Maryland, where we believe we can account for those and we
can fulfill those reporting requirements.

The difficulty comes in those things that go directly to local edu-
cation boards or the things that go directly to municipalities. It cre-
ates a bigger challenge because we have to depend on getting the
feedback back from those municipalities and counties. So your ef-
forts to force OMB to give us clear guidelines to put the respon-
sibility where the dollars are being spent, I think is wise and prop-
er.

Governor RENDELL. I agree.

Chairman ToOwNS. Another concern I have. The communities that
desperately need Recovery Act funding are, in essence, being by-
passed in many instances. Could you comment on this? I guess
Governor Rendell, as chairman of the National Governors Associa-
tion, are you seeing this occurring in other States?

Governor RENDELL. Let me just refer to page 3 of my testimony
where I talk about transportation funds. We’ve obligated $720 mil-
lion of the $1 billion Federal funds we’ve gotten. And Mr. Chair-
man, $315 million of that is obligated in what are federally classi-
fied economically distressed areas. So that’s not quite half, but
about 45 percent of our transportation dollars are being spent in
economically distressed areas. We are trying, and I think we are
doing a pretty good job on it.

Governor O’'MALLEY. Mr. Chairman, for our part, we map all of
the dollars that we distribute. And I have no doubt that if we were
not distributing these dollars in an equitable way, I would certainly
be hearing from the community leaders and mayors and other peo-

le.

So I think the map, the openness, the transparency showing
where the dollars land is critically important, and all of us need
to be able to do that, as indeed Governor Rendell has done on so
many of the things he mentioned, the tax cuts, the SNAP dollars,
extended unemployment benefits.

Chairman TowNs. Would you talk about how the oversight com-
mittee works?

Governor RENDELL. The oversight committee meets twice a
month. And theyre given by the chief accountability officer all of
the material that had been done in the past and all of the decisions
that are coming up. Now, they can’t direct us to do anything per
se, but we do listen to their advice and listen to their suggestions.
And it’s been a valuable process. One, we get some very valuable
suggestions, but two, it really—because I'm from Philadelphia—I
was the mayor of Philadelphia before I was Governor.

Congressman Brady can tell you, there’s a belief out in the State
that Philadelphia gets all of the money. It’s not true, but nothing
I can do will disprove it. Since I've been Governor, I've given Alle-
gheny County, which is greater Pittsburgh area, about $800 million
overall more than Philadelphia. No one in Allegheny County would
believe that.
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So there was a thought—and Congressman Dent can probably
tell you this—that some of his colleagues were going to direct all
of the money to the big cities in Democratic areas, etc. And that’s
just not the case.

First of all, so much of the money is driven by existing Federal
formulas. So for our transportation dollars, every county and the
State has transportation projects. And they made the decisions.
They’re involved in the regional planning organizations, they made
the decision.

The metropolitan Philadelphia area gets X dollars of percentage
out of our Federal dollars; they got the same percentage out of
stimulus they get every year. But people sort of had the feeling
that we would direct these dollars in a political or in a geographi-
cally sensitive way. And having this sort of oversight is good. I like
it, actually. I like it.

Chairman TowNS. I yield 5 minutes to the gentleman from Cali-
fornia, Mr. Issa.

Mr. IssaA. I thank both of you Governors for remaining. We are
going to have votes in a few minutes.

I would like to expand on a couple of things.

Governor Rendell, I can’t resist. The last time we were together
we were talking A-10 aircraft, if you recall. In light of the wind-
down of Iraq, in light of, if you will, the changing external forces
versus your National Guard and every Governor’s National Guard,
do you believe this administration should begin right-sizing both
the Active Duty and Reserve components, including the Guard, to
be lighter, quicker, perhaps less expensive to operate, once you get
past the highly trained personnel, and start shedding themselves
of legacy costs which, sadly, would probably include tank killers for
a battle we are not likely to have?

Governor RENDELL. Right. I believe the answer to that is yes,
Congressman, but I also think that should have happened in the
prior administration several years ago.

Mr. IssA. I have no doubt it should have happened many admin-
istrations ago.

But Governor, would you echo the same answer that this admin-
istration now inherits this need to right-size both Active and Re-
serves more appropriate to the likely wars we are going to fight
and make them lighter, quicker, and, candidly, perhaps provide you
some further relief for the high tempo they've been experiencing?

Governor O'MALLEY. It’s an interesting question. I mean, at the
heart of the question is the constant need for military reform, not
to allow ourselves to be lulled into fighting or paying or investing
in fighting the last war. But I think you will never find another
time since 1814 when people have been more in danger here in the
United States. So I think that there is a changing mission for the
Guard, but I don’t know if that will necessarily be one that is less
expensive. More likely, it will probably be more expensive, given
the vulnerabilities that assymetrical warfare poses to population
centers, to ports, to critical infrastructure, telecommunications
mode, cybersecurity and the like.

Governor RENDELL. We do need to replenish the Guard in every
State. We lost equipment that hasn’t been replaced. That was a
constant refrain that Governors, Republican and Democratic alike,
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had with the prior administration. We would get our Guard units
back, but with 40 percent of the equipment we sent over.

Mr. IssA. And then Governor, that’s the reason I asked the ques-
tion for both of you. I'm not asking for going on the cheap. But
many of you have legacy equipment, heavy tanks, all kinds of
equipment that although if you replenish them, you're back where
you started. Isn’t this an opportunity for the administration to go
ground-up and begin rebuilding the Guard perhaps with different
equipment, different missions, rather than ordering just replace-
ments?

Governor RENDELL. I don’t know if you are familiar, Congress-
man, with the Stryker brigade. I know Congressman Dent is. The
Stryker brigade is a very, very mobile quick unit;

Mr. IssA. I visited them both in theater and the West Coast. My
question is, wouldn’t you prefer that over M-1 tanks?

Governor RENDELL. And not only for foreign encounters.

Mr. IssA. But for your domestic mission.

Governor RENDELL. No question.

Mr. IssA. Because there is talk of a potential next round. But
even if there isn’t, this is still continuous.

Let me ask one more question which is unique to Governors and
not covered in the stimulus, but perhaps should have been, besides
infrastructure.

One of the greatest burdens that you have beyond Medicaid, and
obviously your Medicare recipients, is the unemployment burden.
And both the last administration and this administration tried to
address some of that growing unemployment with the Federal ex-
tensions. But the other burden you have, which often is called Med-
icaid and some of the other programs, is that when people become
unemployed they lose their health care, or they lose the ability to
pay their COBRA is probably more often.

Do you believe that this committee or the Congress in general
should begin looking separate from—we don’t know whether we’ll
get comprehensive health care reform or not—but should we con-
sider modernizing unemployment, or at least the Federal match, to
ensure that it anticipates paying for health care costs during the
period of unemployment? Isn’t that inherently the modernization of
unemployment that has not been addressed?

Governor O’'MALLEY. I would say yes.

Governor RENDELL. I think we both agree. But, Congressman, if
I could tell you anything other than my constant refrain about in-
frastructure, I would tell you we ought to find a way—and I think
it should be done in a bipartisan fashion—we should find a way to
do health care. The time has come for America to take care of its
people like every other modern country in the world does. And if
we found a way to do that, we wouldn’t have to do it. You are abso-
lutely right. In the absence of a bill, that would be a great idea.
Great idea. But I think we should get together and pass something.

Mr. IssA. Thank you, Governor.

Now that you are no longer mayor of Philadelphia, perhaps the
appropriate legend of your ability to get Philadelphia their fair
share will fade in time.

Governor RENDELL. I don’t have much time.
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Mr. CUMMINGS. I'm glad to hear Mr. Issa talk about health care
and the unemployed, because I'm going to hold him to that; be-
cause we may get to a point where we have to do something like
t}f}at, because we’ve got to make sure that our people are taken care
of.

This country, I've said it many times, we get our authority in the
world by moral authority and how we treat each other.

But on that note, Governor O’Malley, let me ask you, you—both
of you—before you all—earlier in your testimony there were a num-
ber of people that raised the issue that this is temporary help and
how do we hold the Governors accountable after this and how
does—are we setting ourselves up for taking people up, and then
a drop when stimulus money runs out?

Now, you may have answered that when I was out of the room.
How do you look at that, Governor O’Malley?

Governor O’MALLEY. It’s an interesting question. It’s one that’s
often asked of us by citizens and small business owners. The fact
of the matter is I think we all hope, regardless of our differences
in governing philosophy, we all hope that this recession will be of
a temporary nature, and that’s why this aid is of a temporary na-
ture. But, fortunately, it does span a 2-year period of time.

And as I said in my earlier testimony—and I think Governor
Rendell echoed this—this recession and unemployment would be so
much worse were it not for the investments that came from the Re-
covery and Reinvestment Act dollars.

So we hope that with this greater demand created in the econ-
omy through a number of different vehicles, including these impor-
tant investments, that we start pulling our economy out of the
ditch where it’s expanding and supporting jobs. And I might add,
while it’s certainly nothing that we can call a trend, for the last
month that we have complete data in Maryland, we have actually
seen our State create 2,500 more jobs than we lost. Now it was the
first month that we had done that in a long time. Might be a blip.
But all hope and progress starts with the first steps.

Governor RENDELL. I agree with everything Governor O’Malley
said and particularly the last thing. Because the answer to the
question and the answer to the citizens’ question, 2 years from
now, 2 fiscal years from now, our stimulus money goes away, but
Pennsylvania this year had negative 8 percent growth. Believe it
or not, for the mid-Atlantic that was good. The average mid-Atlan-
tic State had negative 14 percent growth. I'm predicting, in this up-
and-coming budget, zero growth.

For my first 6 years as Governor, Congressman, I had between
5 and 6 percent growth. Every point of growth in Pennsylvania is
worth $260 million. So let’s assume by the year 3 when stimulus
drops off, we are back to 5% percent growth; 5% percent growth
means the Governor will have another $1.4 billion to cushion the
blow of losing those stimulus dollars. It’s all about growth.

That’s why the economy—first and foremost, the economy is im-
portant to people who need jobs. But second, it’s important for us
to be able to do all of the things that we do as a government, and
some that we do very well and some not so well and we need to
improve. But it’s all about growth, and that’s why it’s so important
to get that economy back.



180

We'll take care of this stimulus gap if we have growth again.

Chairman TOwNs. Let me say I thank the Members and the
staff, I thank the Governors and all of the witnesses that have par-
ticipated today.

I'm encouraged that since the enactment of the Recovery Act, we
have made some strides toward putting our economy back on track.
But I am disappointed in the overall results so far. Unemployment
is at a high and the full force of stimulus spending has yet to be
felt. Moreover, I remain concerned with several issues related to
the Recovery Act implementation. One issue that I intend to ad-
dress immediately is the Department of Transportation’s failure to
define what qualifies as an economically distressed area for allocat-
ing Recovery Act funds. The point of this requirement is to direct
stimulus spending to communities that need Recovery Act invest-
ments the most, like disadvantaged areas of my home district in
Brooklyn.

I will be sending a letter to the Secretary of Transportation, Ray
LaHood, to explain my concerns and request a meeting with the
Secretary to discuss this issue.

Another problem that needs to be corrected is OMB’s failure to
issue all necessary guidelines. OMB’s inconsistency in providing
adequate and comprehensive guidance creates greater challenges
for States to provide timely and reliable data by the October 10th
reporting deadline.

This is another obstacle in terms of the majority of States that
are already short-staffed due to severe budgetary cuts. In my home
State of New York, State government agencies have been forced to
function with a 10 percent reduction in their budgets for the fiscal
year. The Office of the State Controller is particularly concerned
that it will not be able to meet the escalating demands of auditing
Recovery Act programs.

The issues we discussed today are many of the same issues that
we identified at our field hearing on the stimulus that led me to
introduce H.R. 2182, the Enhanced Oversight of State and Local
Economic Recovery Act. The House has passed this bill, and I hope
we can continue moving forward until it is signed into law.

We recognize that there are still important issues to be resolved
before Recovery Act spending and accountability works as in-
tended.

Be assured that we intend to continue our detailed oversight of
the programs until we finally see our recovery, economic recovery.

Please let the record demonstrate by submission of a binder with
documents relating to this hearing—without objection, I enter the
binder into the committee’s records, of course.

And now the committee stands adjourned, and let me again
thank the Governors for coming and staying. I apologize to you for
the way that we had to do this because there is a thing called votes
around here, and we have to make it over there. They complain if
we are not over there.

So thank you, Governor Rendell, and thank you, Governor
O’Malley.

The committee stands adjourned.

[Whereupon, at 2:12 p.m., the committee was adjourned.]

[Additional information submitted for the hearing record follows:]
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Biden Acknowledges Administration 'Misread' The
Economy

By Scott Wilson

Vice President Biden acknowledged today that the administration underestimated the
depth of the economic recession months ago as it prepared a recovery package that is
only now beginning to take effect.

""We misread how bad the economy was, but we are now only about 120 days into
the recovery package," Biden said on ABC's "This Week." "The truth of the matter
was, no one anticipated, no one expected that that recovery package would in fact be
in a position at this point of having distributed the bulk of the money."

Figures released last week showed that the national unemployment rate has reached 9.5
percent, and that the economy is still shedding nearly half a million jobs a month.

President Obama pushed through a $787 billion stimulus package within his first month
in office to slow the economic slide by replacing retreating private-sector demand, in
part, with government spending.

But criticism has been mounting from the left and right, albeit for different reasons, that
the plan was misconceived.

Administration officials have argued for weeks that the economic projections made
before Obama took office presented an overly optimistic view of the economy, a case
Biden reiterated in blunt terms today.

Conservative critics have used the mounting job losses to argue that the stimulus package
- a mix of government spending and tax cuts - should have been titled more toward the
latter than it was.

Meanwhile, liberal economists such as Paul Krugman have argued for more public
spending, just as the stimulus money begins trickling into the economy.

After acknowledging the economic "misreading,” Biden said "the second question
becomes, did the economic package we put in place, including the Recovery Act, is it the
right package given the circumstances we're in?"

"And we believe it is the right package given the circumstances we're in," he said.

Asked if a second stimulus package is needed, Biden said it is "premature to make that
judgment.”
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Instead, he said, the administration will monitor the effect of the government spending in
the coming months, as the public-works projects financed by federal funds move from the
planning stage to the hiring and construction phase.

"And so this is just starting,” Biden said. "The pace of the ball is now going to increase.”
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Appendix VIII: Massachusetts

Overview

The following summarizes GAO's work on the second of its bimonthly
reviews of American Recovery and Reinvestment Act (Recovery Act)’
spending in the commonwealth of Massachusetts. The full report on all of
our work, which covers 16 states and the District of Columbia, is available
at http//www.gao.govirecovery/,

Use of funds: GAO’s work in Massachusetts focused on nine federal
programs, selected primarily because they have begun disbursing funds to
states, include new programs, or include existing programs receiving
significant amounts of Recovery Act funds. Program funds are being
directed to help Massachusetts stabilize its budget and support local
governments, particularly school districts, and several are being used to
expand existing progrars. Funds from some of these programs are
intended for disbursement through states or directly to localities. The
funds include the following:

« Funds Made Available as a Result of Increased Medicaid
Federal Medical Assistance Percentage (FMAP).? As of June 29,
2009, Massachusetts had received over $1.2 billion in increased FMAP
grant awards, of which it had drawn down over $833 million, or almost
68 percent, The commonwealth is using these funds to cover the
state’s increased Medicaid caseload, maintain current populations and
benefits, increase provider payment rates, and make additional state
funds available to offset the state budget deficit.

+ Highway Infrastructure Investment funds. The U.S. Department of
Transportation’s Federal Highway Administration (FHWA)
apportioned $438 million in Recovery Act funds to Massachusetts, of
which 30 percent was suballocated to metropolitan and other areas. As
of June 25, 2009, the federal government’s obligation was $174 million,
and Massachusetts had contracted for 20 projects and advertised for
an additional 10 projects. All were quick-start projects largely involving
road paving except for one complex project that includes construction
of a new highway interchange. For example, one project in Adams
entails 1.5 miles of road resurfacing and sidewalk reconstruction on
Route 116. All paving except the topcoat is planned to be completed

'Pub, L. No. 111-5, 123 Stat. 115 (Feb. 17, 2009).

“The increased FMAP available under the Recovery Act is for state expenditures for
Medicaid services. However, the receipt of this increased FMAP may reduce the funds that
states would otherwise have to use for their Medicaid programs, and states have reported
using these available funds for a variety of purposes.

Page MA-1 GAO-09-8308P Recovery Act
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before winter. Another project in Swansea involves resurfacing Route
6 from the Somerset town line to the Rehoboth town line and that
paving is expected to be completed before winter.

« U.S. Department of Education State Fiscal Stabilization Fund
(SFSF). The U.S. Department of Education (Education) has awarded
Massachusetts about $666 million, or about 67 percent of its total SFSF
allocation of $994 million. The commonwealth has obligated $412
million as of June 26, 2009. Massachusetts is using these funds to
restore state aid to school districts, helping to stabilize their budgets
and, among other uses, retain staff. For example, a Lawrence Public
Schools official said these funds would prevent the layoff of 123 staff
members, including 90 teachers.

+ Title I, Part A, of the Ek ary and Se dary Education Act
(ESEA) of 1965. Education has awarded Massachusetts about $82
million in Recovery Act ESEA Title I, Part A, funds or 50 percent of its
total allocation of $163 million. Of these funds, the commonwealth has
allocated $78 million to local education agencies, based on information
available as of June 30, 2009. These funds are to be used to help
educate disadvantaged youth. For exaraple, the Boston Public Schools
plan to use these funds for benchmark assessments, a student
information system, and targeted upgrades of computer facilities for
teacher and student use.

« Individuals with Disabilities Education Act (IDEA), Parts B and
C. Education has awarded about $149 million in Recovery Act IDEA,
Part B and C, funds, or 50 percent of its total allocation of $298 million.
Massachusetts has allocated all of its available Part B funds to local
education agencies, based on information available on June 30, 2009.
These funds are planned to be used to support special education and
related services for infants, toddlers, children, and youth with
disabilities. For example, Boston Public Schools plan to use these
funds to hire staff; invest in prereferral to special education
intervention, autism-related technology, and training; and expand
inclusion activities.

« Weatherization Assistance Program. The U.S, Department of
Energy (DOE) allocated about $122 million in Recovery Act
weatherization funding to Massachusetts for a 3-year period. DOE has
provided $12.2 million to the commonwealth, and Massachusetts has
obligated none of these funds as of June 30, 2009, as it is awaiting
approval of its state plan. In July 2009, Massachusetts plans to begin
disbursing its funds for weatherizing low-income families’ homes and

Page MA-2 GAQ-09-830SP Recovery Act
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state and federal public housing, and for developing an energy-related
training center.

«  Workforce Investment Act Youth Program. The U.S. Departraent
of Labor allotted about $24.8 million to Massachusetts in Workforee
Investment Act Youth Recovery Act funds. The commonwealth has
allocated $21.1 million to local workforce boards, based on
information available on June 30, 2009. Massachusetts plans to use 60
percent of Recovery Act funds under this program by September 30,
2009, to create about 6,500 summer jobs for youth.

+ Edward Byrne Memorial Justice Assistance Graunts. The
Department of Justice’s Bureau of Justice Assistance has awarded $25
million directly to Massachusetts in Recovery Act funding. Based on
information available as of June 26, 2009, about $13 million (51
percent) of these funds have been obligated by the Executive Office of
Public Safety and Security, which administers these grants for the
commonwealth.®

» Public Housing Capital Fund. The U.S. Department of Housing and
Urban Development has allocated about $82 million in Recovery Act
funding to 68 public housing agencies in Massachusetts. Based on
information available as of June 20, 2009, about $3.1 million (4
percent) had been obligated by 20 of those agencies. At the two public
housing agencies we visited (in Boston and Revere), this money, which
flows directly to public housing agencies, is being used for various
capital improvements, including modifying bathrooms, replacing roofs
-and windows, and adding security features.

Safeguarding and transparency: M t ts has begun planning its
oversight efforts. Officials from the State Auditor’s Office have drafted an
audit plan and are currently planning the risk ts they will

perform of programs receiving funding under the Recovery Act. The state
Inspector General intends to focus on gaps in coverage. The oversight
agencies have expressed concern regarding their 2010 budgets and
potential staffing cuts due to the commonwealth’s fiscal situation. The
extent of these cuts will not be known until the budget is passed for the
fiscal year, which begins July 1, 2009. The commonwealth is in the process

*We did not review Edward Byrne M ial Justice Assi Grants ded directly to
local governments in this report because the Bureau of Justice Assistance’s solicitation for
local governments closed on June 17.
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of putting into place a plan to obtain additional resources for these
oversight agencies. Massact has enhanced ifs accounting to
track Recovery Act funds that flow through the state accounting system.
The Comptroller's Office has included questions on complance with
Recovery Act provisions in its internal control guestionnaire, and the
Governor’s Office is continuing to assess whether agencies need new
procedures for managing these funds.

Assessing the effects of spending: Massachusetts agencies are
beginning to develop strategies for collecting and reporting employment
outcomes, focusing on incorporating federal guidance and adapting
existing systems for collecting and reporting on jobs created and retained.
State program officials report using a variety of methods to measure
employment outcomes, which could lead to reporting inconsistencies, For
example, highway construction projects are submitting monthly
information on employees paid, while weatherization program officials
have estimated the nurber of jobs that will be created using a model for
the construction {rades. Existing programs receiving Recovery Act funds
are beginning to develop plans for measuring program performance.

Massachusetts Has
Accelerated the Use
of Recovery Act and
Rainy-Day Funds to
Close a Growing
Budget Gap

As we noted in our April 2000 report,* the commonwealth of
Massachusetts was, at that time, addressing a budget gap of approximately
$3 billion out of a total state operating budget of about $28 billion. ® Since
our last bimonthly report, this projected gap has grown to nearly $4
billion. The major cause of the widening budget gap is reduced revenue
collections, which continue to be significantly lower than officials had
anticipated. For example, tax collections in April alone were nearly one-
half billion dollars lower than expected.® To close this widening budget
gap, the state plans to use an additional $561 million in state “rainy-day”
funds and make available other state funds by using $412 million from the
Recovery Act’s State Fiscal Stabilization Fund (SFSF) for fiscal year 2009,

*GAC-08-580.

M Jaw ires the g to d, the state legi to enact, and

the governor to app 2 genersl app jations bill that £ 2 bak budget for
i t No 4 appropriation bill is to be approved which would cause

the state budget for any fiscal year not to be balanced. Mass. Gen. Laws ¢k, 28, § 6E.
*Massachuseits Department of Revenue, April 2009 Tax Collection Summary.
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which ended on June 30.” In addition, the state has already reduced
expenditures by more than $1 billion (including eliminating state positions
and impl ting t furloughs) and used additional revenue
from other sources to make up for some of the state’s revenue decline.
These included voluntary cuts and contributions from entities outside the
governor's budget-cutting authority, such as the legislature, the judiciary,
and quasi-public agencies. State officials noted that the occurrence of a
significant revenue shortfall late in the fiscal year made it nearly
impossible for the state to rely on any additional spending cuts or tax
increases to balance its budget. Therefore, state officials noted that
accelerating their use of Recovery Act and state rainy-day funds was the
most viable solution to balance the budget.

Both the Governor and legislature have also proposed using a combination
of federal Recovery Act funds, such as state funds made availableasa
result of increased FMAP and rainy-day funds, to avoid substantial budget
spending cuts to stabilize its budget for fiscal year 2010. The state had
hoped to leave a sizable amount of the SFSF and rainy-day funds available
for 2011 but changed its approach because of its deteriorating fiscal
condition. Using more of these funds in the current fiscal year will likely
make it more difficult for the state to balance its budget after Recovery
Act funds are no longer available, unless economic conditions iraprove
substantially.

The growth in services to disadvantaged populations and maintenance-of-
effort requirements pose added risks to the state’s longer-term budget
stability. Although state officials report that safety net caseloads are
growing slowly in Massachusetts, they are concerned that future caseload
growth could further strain the state’s budget at a time when Recovery Act
funding is no longer available.® Massachusetts officials also expressed
concerns over maintenance-of-effort requirements attached to many
federal programs, including those funded through the Recovery Act, as
future across-the-board spending reductions could pose challenges for
maintaining spending levels in these programs. State officials said that

"Massachusetts officials refer to their rainy-day funds as stabilization funds. However, to
avoid confusion with the Recovery Act’s SFSF funds, we use rainy-day funds in this
appendix to refer to these reserve funds.

*Massachusetts officials stated that loads for prog such as T A

for Needy Families (TANF) and Commonwealth Care have grown, but not much heyond
anticipated levels.
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maintenance-of-effort requirements that require maintaining spending
levels that are based upon prior-year, fixed-dollar amounts will pose more
of a challenge than upholding spending levels based upon a percentage of
program spending provided for the same purpose in a previous fiscal year.
The SFSF program provides an example of the former.” However, a state
roay obtain a maintenance-of-effort waiver for the SFSF program by
demonstrating that the percentage of its total state revenues that will be
used to support elementary, secondary, and public higher education for
the relevant fiscal year will be equal to or greater than the percentage of its
total state revenues that were used to support elementary, secondary, and
public higher education for the preceding fiscal year.”

Increased FMAP
Funds Have Allowed
Massachusetts to
Maintain Health Care
Reform Initiatives

Medicaid is a joint federal-state program that finances health care for
certain categories of low-income individuals, including children, families,
persons with disabilities, and persons who are elderly. The federal
government matches state spending for Medicaid services according to a
formula based on each state’s per capita income in relation to the national
average per capifa income. The rate at which states are reimsbursed for
Medicaid service expenditures is known as the Federal Medical Assistance
Percentage (FMAP), which may range from 50 to no more than 83 percent.
The Recovery Act provides eligible states with an increased FMAP for 27
months from October 1, 2008, through December 31, 2010." On February
25, 2009, the Centers for Medicare & Medicaid Services (CMS) made
increased FMAP grant awards to states, and states may retroactively claim
reimbursement for expenditures that occwred prior to the effective date
of the Recovery Act.” Generally, for federal fiscal year 2009 through the
first quarter of federal fiscal year 2011, the increased FMAP, which is
calculated on a quarterly basis, provides for (1) the maintenance of states’
prior year FMAPs, (2) a general across-the-board increase of 6.2
percentage points in states’ FMAPs, and (3) a further increase to the
FMAPs for those states that have a qualifying increase in unemployment

*Under SFSF, for fiscal years 2009, 2010, and 2011, the Recovery Act requires states to
maintain funding at least at their 2006 levels.

100g PP,

d they would apply for a waiver.
“See Recovery Act, div. B, title V, §5001.

“Although the effective date of the Recovery Act was February 17, 2009, states generally
may claim rei; for the i d FMAP for Medicaid service expenditures made
on or after October 1, 2008,
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rates. The increased FMAP available under the Recovery Act is for state
expenditures for Medicaid services. However, the receipt of this increased
FMAP may reduce the funds that states would otherwise have to use for
their Medicaid programs, and states have reported using these available
funds for a variety of purposes.

From October 2007 to May 2009, the state’s Medicaid enrollment grew
from 1,113,278 to 1,168,317, an increase of 5 percent.” Enrollment varied
during this period, and there were periods in which enrollment decreased
(see fig. 1). The increase in enrollment was mostly attributable to the
population groups of (1) children and families and (2) nondisabled,

nonelderly adults.
Figure 1: Monthly P ge Change in M for M F October 2007 to May 2009
Percentage change Oct, 2007 enroliment: 1,113,278
4 May 2009 enroliment: 1,168,317
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Source: GAQ analysis of state reported data,
Note: The state provided projected Medicald enrolirnent data for May 2008.

As of June 29, 2009, Massachusetts had drawn down over $833 million in
increased FMAP grant awards, which is almost 68 percent of its awards to

"*The state provided projected Medicaid enrollment data for May 2009.
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date." Massachusetts officials reported that they plan to use funds made
available as a result of the increased FMAP to offset the state budget
deficit, to cover the state’s increased Medicaid caseload, to maintain
current populations and benefits and to increase provider payment rates,
pending state legislative approval to do so.

Massachusetts officials noted that the state is 3 years into implementing
major health care reforms. The officials indicated that the increased FMAP
has allowed the state to maintain this reform initiative in a very difficult
economic climate. Additionally, they further noted that in the absence of
the funds, the state would have been faced with more difficult decisions
about how to cut spending. According to these officials, even with the
increased FMAP, Massachusetts faces the need to make significant cuts to
programs for the elderly and for people with developmental disabilities, as
well as public heaith and mental heaith programs. In using the increased
FMAP, Massachusetts officials reported that the Medicaid program has
incurred additional costs related to

+ personnel needed to ensure programmatic compliance with
requirements associated with the increased FMAP;

» personnel needed to ensure complignce with reporting requirements
related to the increased FMAP; and

» personnel needed for routine administration of the state’s Medicaid
program.

The 2007 and 2008 Single Audits for Massachusetts did not identify any

material weaknesses specifically related to the Medicaid program. *

Further, Medicaid officials indicated that they did not have any concerns

regarding the state’s ability to maintain eligibility for the increased FMAP.

However, they noted that the state is impl ting a new sy

NewMMIS-—which would include online claims processing, araong other

b ¢ di d FMAP grant awards of over $1.2 billion for the first
three quarters of federal fiscal year 2008. In their tect tous, M

officials indicated that the state is working with CMS to categorize a SIgm.ﬁcant armount of
the state’s supplemental increased FMAP grant award as regular FMAP.

“The Single Audxt Act of 1984, as amended 31U S C. ch. 75), requires that each state, local
that ds $500,000 or more a year in federal
awards must have a Smgle Audit conducted for that year subject to applicable
which are Hy set out in Office of Management and Budget (OMB)
Circular No. A- 133, Audits of States, Local Governments and Non-Profit Organizations
{June 27, 2003). If an entity expends federal awards under only one federal program, the
entity may elect to have an audit of that program.
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things, and that it would be 6 months before the state could request
certification of the system from CMS. Because Massachusetts Medicaid
pays providers on a weekly rather than daily basis, state officials continue
to discuss issues related to the state’s corpliance with the Recovery Act’s
prompt payment reporting requirements.*® Specifically, state officials
reported that they would like guidance from CMS on the availability of
waivers for this requirement for states that have just implemented a
NewMMIS system.

As we previously reported, the state is using existing accounting systems
to track these funds but has developed distinct revenue source codes that
distinguish increased FMAP from general FMAP funds. However, officials
reported that although the state can identify increased FMAP revenues
that are deposited into its General Fund, the process for tracking the
subsequent appropriation and expendlture of these funds is not yet
irnplemented.

First Round of
Massachusetts
Recovery Act
Highway Fund
Projects Under Way

The Recovery Act provides funding to the states for restoration, repair,
and construction of highways and other activities allowed under the
Pederal-Aid Highway Surface Transportation Program, and for other
eligible surface transportation projects. The act requires that 30 percent of
these funds be suballocated for projects in metropolitan and other areas of
the state. Highway funds are apportioned to the states through existing
federal-aid highway program mechanisms, and states must follow the
requirements of the existing program including planning, environmental
review, contracting, and other requirerents. However, the federal fund
share of highway infrastructure investment projects under the Recovery
Act is up to 100 percent, while the federal share under the existing
Federal-Aid Highway Program is generally 80 percent.”

*Under the Recovery Act, states are not eligible to receive the increased FMAFP for certain
claims for days during any permd in wl'uch that state has failed to meet the prompt
under the Medicaid statute as applied to those clairs. See Recovery
Act, div. B, tltle V, §5001(f)(2). Prompt payment requires states to pay 90 percent of clean
claims from health care practitioners and certain other providers within 30 days of receipt
and 99 percent of these claims within 90 days of receipt. See 42 U.S.C. §1396a(2)(37)(A).

With a few exceptxons, the federal government does not pay for the entire cost of
construction or imp of federal-aid To for the y doflars
to complete the project, federal funds must be “matched” with funds from other sources.
Unless otherwise specified in the authorizing legislation, most projects will have an 80
percent federal share.
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Massachusetts was apportioned $438 million in March 2009 for highway
infrastructure and other eligible projects. As of June 25, 2009, $174 million
has been obligated. The U.S. Department of Transportation has interpreted
the term “obligation of funds” to mean the federal government’s
contractual commitment to pay for the federal share of the project. This
commitment occurs at the time the federal government approves a project
and a project agreement is executed. As of June 25, 2009, $147,874 has
been reimbursed by FHWA. States request reimbursement from FHWA as
the state makes payments to contractors working on approved projects.

Massachusetts Selected
Quick-Start Projects, Used
Accelerated Bidding
Procedures, and Received
Bids Below Cost Estimates

As we reported in our April 2009 report, Massachusetts began planning for
federal highway infrastructure investment under potential stimulus
legislation before the Recovery Act was passed. The commonwealth
convened a task force to identify a priority list of transportation
infrastructure investments. This task force identified projects that could
be started quickly, focusing on projects that could be implemented in
under 180 days, as well as projects that that could be completed within a 2-
year time frame. As a result, the initial Recovery Act funded projects
advertised for bid were all small, short-term projects that require little lead
time for planning and design, enabling contractors to begin work quickly.
(See table 1.) Many initial round projects were also chosen to coincide
with the construction season, which excludes the winter months. The two
Massachusetts projects we visited—in Adams and Swansea—were in the
early stages of construction; contractors had erected signage and were
installing erosion control barriers before commencing construction. The
Adams project, estimated to cost $1,714,860, entails 1.5 miles of road
resurfacing and sidewalk reconstruction on Route 116 and is expected to
be complete in July 2010. The Swansea project, estimated to cost
$4,440,310, will resurface Route 6 from the Somerset town line to the
Rehoboth town line and is expected to be complete in August 2010.
According to state transportation officials, the bulk of the work will likely
be completed before the winter shut-down; they expect that the only
remaining work will be minor and low-cost.
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Table 1: Highway Obligations for Massachusetts by Project Type as of June 25, 2009

Doltars in millions

Pavement projects Bridge projects
New Pavement Pavement New
i impi construction Replacement Improvement Other® Total®
$0 $164 $0 $0 $0 $2 $7  $174
Percent of total
obligations 0.0 94.3 0.0 0.0 0.0 14 4.2 100.0

‘Soure: GAQ analysis of Federal Highway Administration data,

“includes safety projects such as improving safely at raiiroad grade crossings, transportation
enhancement projects such as pedestrian and bicycle facilities, engineering, and right-of-way
purchases,

“Yotal may not add bacause of rounding,

As of June 25, 2009, Massachusetts had awarded contracts for 20 projects,

and notice to proceed orders had been issued on all of these projects

signaling that construction could begin. According to state transportation

officials, because these projects are mainly small repaving projects, they

should all be completed within 2 years. To ensure that projects get started
quickly, Massachusetts has accelerated the bid evaluation and award cycle
by shortening the time that contractors have to prepare their bids and the

time between bid opening and issuing a notice to proceed for
construction. According to Massachusetts transportation officials, the
normal bidding cycle takes 90 to 120 days from bid opening to award and
notice to proceed, but for Recovery Act funded projects, transportation

officials have been able to cut that time to less than 60 days. For example,

the project we visited in Swansea was advertised on March 14, 2009; bids

were opened 30 days later on April 14, 2009; and the contract was awarded
on April 23, 2009—roughly 1 week after bid opening and 6 weeks after the

project was advertised.

The recessionary economy in Massachusetts has led to an environment in

which bids are coming in below estimates. Massachusetts transportation
officials are reporting that contracts for Recovery Act projects are being

awarded for about 87 percent of estimated costs. Officials believe thisis a

short-term trend caused by excess capacity in the construction market

because of the state’s economic downturn. According to one official, in the

past they could expect 4 to 5 contractors to bid on a state construction

contract, but lately they are seeing 10 to 15 contractors bidding for a single

contract. State officials believe that as more Recovery Act funded
construction projects get under way, bids will be more in line with cost

estimates. Because officials believe this is a temporary situation, the state
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has no plans to change is estimating practices. Officials reported that if
additional money is available as a result of this trend, they have identified
several small projects that could be funded.

Massachusetts Expects to
Meet All Recovery Act
Requirements, but
Maintenance of Effort
Requirement Poses
Challenges

Funds appropriated for highway infrastructure spending raust be used as
required by the Recovery Act. The states are required to

s ensure that 50 percent of the apportioned Recovery Act funds are
obligated within 120 days of apportionment (before June 30, 2009) and
that the remaining apportioned funds are obligated within 1 year. The
50 percent rule applies only to funds apportioned to the state and not
to the 30 percent of funds reguired by the Recovery Act to be
suballocated, primarily based on population, for metrepolitan,
regional, and local use. The Secretary of Transportation is to withdraw
and redistribute to other states any amount that is not obligated by any
state within these time frames.

« give priority to projects that can be completed within 3 years, and to
projects located in economically distressed areas (EDA). EDAs are
defined by the Public Works and Econoraic Development Act of 1965,
as amended.

»  cetiify that the state will maintain the level of spending for the types of
transportation projects funded by the Recovery Act that it planned to
spend the day the Recovery Act was enacted. As part of this
certification, the governor of each state is required to identify the
amount of funds the state planned to expend from state sources as of
Fehruary 17, 2009, for the period beginning on that date and extending
through Septeraber 30, 2010.®

Massachusetts has met the Recovery Act requirement that 50 percent of
their apportioned funds are obligated within 120 days. Of the $293,705,678
that is subject to this provision, 58.1 percent was obligated as of June 25,
2002. In order to ensure that 50 percent of the apportioned Recovery Act

BStates that are unable to maintain their planned level of effort will be prohibited from
benefiting from the redistribution of obligation authority that will oceur after August 1 for
fiscal year 2011, As part of the federal-aid hi FHWA the ability of
each state to have their appomoned ﬁmds obhgated by the end of the federal ﬁscai year
(September 30) and adjusts the limi for

safety tion by ducing for some states the available auchom‘y
to obligate funds and increasing the authority of other states.
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funds were obligated within 120 days, the commonwealth selected
projects worth over $170 million, in case some plans did not materialize.
Given the state’s focus on selecting small projects that can be moved
quickly to construction, the state had to pull together many projects in
order to meet the 50 percent obligation requirement. For example, with
the exception of one large interchange project in Fall River that was
estimated to cost $66.8 million, projects planned for the initial funding
cycle had costs estimated to range from $624,440 to just over $9 million.
Massachusetts also transferred $12.8 million of Recovery Act highway
funding that was subject to the 50 percent rule for the 120-day
redistribution from FHWA to the Federal Transit Administration,
According to FHWA guidance, once transferred, these funds are no longer
subject to the 50 percent obligation requirement.”

Massachusetts will be able to expend most of its apportioned funds in 3
years because it has made it a priority to select projects that could begin in
180 days and be completed within 2 years. The Recovery Act Coordinator
for the Massachusetts Executive Office of Transportation reported that,
given that the first projects are predominantly resurfacing, most are likely
to be completed within 2 years of award. The only project that wiil
probably not be completed within 2 years is the Fall River-Freetown Route
24 Interchange project which, because of its complexity, will likely take
longer.

As of June 25, 2009, Massachusetts obligated funds to three projects worth
an estimated total of $80,618,327 located in the state’s only EDA. These
projects include the Swansea project, a resurfacing project in Westport
estimated to cost $6 million, and the $73.4 million Fall River development
park project, of which $70.1 million is federal funds. This project supports
an economic development project and includes construction of a new
highway interchange on Route 24 and new access roadways to the
proposed Fall River Executive Park The state has given priority to
selecting Recovery Act projects in EDAs but has also added its own
criteria by selecting projects through its economic growth district
initiative, Massachusetts has only one county—DBristol County—that is
defined by section 301of the Public Works and Economic Development
Act of 1965 as an EDA. Under its growth districts initiative, the state has
identified additional areas as being appropriate locations for significant

"Generally, FHWA has authority pursuant to 23 U.8,C. § 104(k)(1) to transfer funds made
available for transit projeets to the Federal Transit Administration,
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new commercial, residential or mixed-use growth, as shown in figure 2. As
they plan for the future, officials report that they will look to select
projects that will leverage infrastructure development with new housing
and building development, which in turn will create additional jobs.

Figure 2: Federally-Designated EDA and State-Designated Growth Districts
Targeted for Highway Infrastructure Projects

Fedenally-designated economically
distressed area

L] State-designated growth communities

Sources: GAO analysis of Bureau of Economic Analysis and Executive Office of Housing ant Economic Development (E0HC) information;
Census (map).

As we reported in April 2008, Massachusetts submitted a “conditional”
maintenance-of- effort certification, meaning that the certification was
subject to conditions or ptions, future legislative action, future
revenues, or other conditions. Specifically, Massachusetis stated that it
might have to make downward adjustments to the size of its capital
investment plan if revenues did not meet current projections. On April 22,
the U.S. Department of Transportation Secretary informed the states that
conditional and explanatory certifications were not permitted, provided
additional guidance, and gave the states the option of amending their
certifications by May 22, 2009. Massachusetts resubmitted its certification
on May 26, 2009. According to U.S. Department of Transportation officials,
the department is reviewing Massachusetts’s resubmitted certification
letter and has concluded that the form of the certification is consistent
with the additional guidance. The department is currently evaluating
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"whether the states’ method of calculating the amounts they planned to

expend for the covered programs is in compliance with Department of
Transportation guidance.

Massachusetts transportation officials, however, expressed concern about
the state's ability to maintain its level of state expenditures in light of its
deteriorating {iscal situation. The coramonwealth’s certification was based
upon its $14.3 billion capital spending plan, which includes roughly $8.1
billion in transportation spending. Because the 5-year plan was developed
before the full extent of the state’s worsening fiscal condition was known,
the state felt compelled to add a disclaimer to their initial certification to
explain why it may be unable to maintain planned levels of state spending
over the course of the Recovery Act grant. The commonwealth floats
bonds to pay for capital projects. The state is concerned that as revenues
continue to shrink, it may be unable to afford the full amount of the capital
projects called for in its 5-year plan.

Massachusetts
Already Using State
Fiscal Stabilization
Funds

The Recovery Act created a State Fiscal Stabilization Fund (SFSF) to be
administered by the U.S. Department of Education (Education). SFSF
provides funds to states to help avoid reductions in education and other
essential public services. The initial award of SFSF funding requires each
state to submit an application to Education that provides several
assurances. These include assurances that the stafe will (1) meet
maintenance-of- effort requirements (or it will be able to comply with
waiver provisions) and (2) implement strategies to meet certain
educational requirements, including increasing teacher effectiveness,
addressing inequities in the distribution of highly qualified teachers, and
improving the guality of state academic standards and assessments.
Furthermore, the state applications must contain baseline data that
demonstrate the state's current status in each of the assurances, States
must allocate 81.8 percent of their SFSF funds to support education
(education stabilization funds) and must use the remaining 18.2 percent
for public safety and other government services, which may include
education (government services funds). After maintaining state support
for education at fiscal year 2006 levels, the state must use education
stabilization funds to restore state funding to the greater of fiscal year 2008
or 20089 levels for state support to school districts or public Institutions of
Higher Education (THE). When distributing these funds to school districts,
states must use their primary education funding formula but maintain
discretion in how funds are allocated to public IHEs. In general, school
districts maintain broad discretion in how they can use stabilization funds,
but states have some ability to direct IHEs in how to use these funds.
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In 2009, Massachusetts was allocated just over $994 million in SFSF. Of
this amount, about $813 million, or about 82 percent, are for education
stabilization funds, and $181 million, or about 18 percent, are for
government services funds. The state will use about $466 million of the
SFSF funds to restore elementary and secondary, and pubic higher
education funding for fiscal year 2009 (which ended on June 30, 2009); has
made plans for about $347 million for fiscal year 2010 (which began on
July 1, 2009); and will have about $181.5 million remaining, of which about
$70.5 million is for government services funds.” State officials explained
that originally they did not intend to commit over three-fourths of the
state’s SFSF allocation so soon and that they are keenly aware of the
limited Recovery Act resources they will have available for the remainder
of' 2010 and 2011.

As shown in figure 3, in March 2009, the Governor, as part of his fiscal year
2010 recovery plan, cormitted $168 million to 166 school districts to help
reduce teacher layoffs and program cuts in fiscal year 2010, and $162
million to public university and college campus budgets to help reduce
layoffs, program cuts, and student fee hikes in fiscal year 2010. Later, the
amount committed to public colleges and universities was decreased to
$159 million. The Governor also announced plans to use approximately
$20 million from the government services fund for public safety in fiscal
year 2010, bringing proposed total SFSF spending for fiscal year 2010 to
$347 million.

“The SFSF funds to restore public higher education funding for fiscal year 2009, about $54
million, will be allocated to institutions of higher education in fiscal year 2010 for expenses
incurred during that fiscal year.
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Figure 3: Changes In Planned Uses of SFSF Funds for K-12 and Higher Education
from March 2008 to May 2008
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Source: GAD analysis of Massachusetts Execulive Office of Education data. . .
Note: The plans fo use $20 milfion from the govemnment services fund for
public safety in fiscal year 2010.

In March 2009, Massach ts had not pl d on using any of its SFSF
funds for fiscal year 2009 for kindergarten to 12th grade (X-12) education
and had anticipated having $590 million remaining for use after fiscal year
2010. However, since March, the state has altered its planned uses of SFSF
funds for later years to include $412 million in spending for K-12 education
for fiscal year 2009. This additional spending was prompted by further
declines in state revenues that forced the already cash-strapped state in
May to reduce its own fiscal year 2009 contributions to K-12 education by
the same amount. The state used $322 million in education stabilization
funds and $90 million, or about half, of its government services funds to
backfill these cuts. These funds were available to school districts in late
June 2009. Officials from one school district said they would use these
funds to meet payroll for the last quarter of fiscal year 2009.
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SFSF spending in 2010 is estimated to represent about 3 percent of the
state's spending on K-12 education. The state’s total fiscal year 2010
budget for K-12 education is projected to be $5.3 billion, of which about
$806 million comes from non-Recovery Act federal spending, State
officials told us that, given the state’s level of spending on K-12 education,
they were not at risk of failing to meet the SFSF maintenance-of-effort
requirement to maintain support for X-12 at least at the level of such
suppott in fiscal year 2006. State officials told us that projected state K-12
education spending far exceeds 2006 levels. However, this is not the case
for higher education, Similar to K-12 education, states must maintain their
higher education spending at least at fiscal year 2006 levels to meet the
SFSF maintenance-of-effort requir it. Gfficials explained that current
spending for higher education in Massachusetts is not far from the fiscal
year 2006 levels,

To ensure that the state would be eligible to receive SESF funding, state
officials indicated in their application that they would apply for a
maintenance-of-effort waiver for higher education for fiscal year 2610.
State officials want to use state education spending as a percent of total
state revenue when compared with the preceding year to meet their
maintenance-of-effort requirement for higher education, rather than as
aggregate spending on a per full-time equivalent student basis. State
officials showed in their SFSF application that proposed education
spending—for both K-12 and higher education—for fiscal year 2010 as a
percent of revenue, is slightly greater than in fiscal year 2008, even though
actual spending will be less.® The state SFSF application was approved on
May 27, 2008.

Inmid-May, education officials from the Boston Public Schools and the
Lawrence Public Schools discussed with us their planned use of SFSF

#The maintenance-of-effort waiver criterion for fiscal year 2010 is that the percentage of
the total state revenues used te support public education for the fiscal year is at least as
great as the percentage of the total state revenues used to support public education for
fiscal year 2008,
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funding for the last quarter of fiscal year 2009 and for fiscal year 2010, *
Officials from Lawrence Public Schools, with an enrollment of
approximately 12,000 students, said that if they get SFSF funds in lieu of
the state dollars they were expecting for fiscal year 2009, they also receive
the SFSF fiscal year 2010 dollars that the Governor announced in March,
and there are no additional cuts 1o state education funding, they will use
the funds to help them maintain their current level of instruction,
including avoiding some layoffs. Lawrence Public Schools officials said
that the SFSF funds they hope to receive, $14.3 million for fiscal year 2009
and $6.7 million for fiscal year 2010, would help them avoid a layoff of 123
of the 2,000 staff members, including 90 teachers. According to Lawrence
Public Schools officials, almost 100 percent of their budget comes from
the state. These officials noted that some of the funds greater than those
needed to meet contractual obligations will be used for capital
improvements on several buildings over 100 years old. Officials from the
Boston Public Schools, with an enrollment of nearly 56,000 students, said
they were not expecting to receive any SFSF funding for fiscal year 2010
because their education spending was already at the level set by the state’s
primary funding formula. They said that the $23 million in SFSF they
receive for fiscal year 2009 will just replace the state’s shortfall, not
allowing them to do anything differently than planned.

ESEA Title I, Part A
Education Funds
Flowing to School
Districts through
Existing Mechanism

The Recovery Act provides $10 billion in additional funds to help local
education agencies (LEAs) educate disadvantaged youth by making
additional funds available under Title I, Part A of the Elementary and
Secondary Education Act (ESEA) of 1965. The Recovery Act requires
these additional funds fo be distributed through states to LEAs using
existing federal funding formulas. These forraulas are based on factors
such as the concentration of students from families living in poverty. A
total of 258 of the state’s 391 school districts, regional technical vocational
schools, and charter schools are eligible to receive these funds. In using
the funds, local education agencies (LEA) are required to comply with
current statutory and regulatory requirements. One of these requirements

“We conducted site visits to the Boston Public Schools and the Lawrence Public Schools.
We chose these districts based on estimated ESEA Title I allocations and the number of
schools in improvement under ESEA requi In M schools and districts
are identified for improvement when, for 2 or more consecutive years, they do not make
adequate yearly progress toward meeting performance targets for English and/or math.
Boston Public Schools is a large city school district with 102 schools in need of
improvement. Lawrence Public Schools is a large suburban schoot district with 20 schools
in need of improvement.
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is that an LEA may only receive funds for a fiscal year if per-student
funding or the aggregate expenditures of the LEA and the state, with
respect to the provision of free public education by the LEA for the
preceding fiseal year, were not less than 90 percent of such funding for the
second preceding fiscal year. LEAs must obligate 85 percent of its fiscal
year 20092 funds {including Recovery Act funds) by September 30, 2010,
unless granted a waiver, and all of their funds by September 30, 2011. The
U.S. Department of Education (Education) is advising LEAs to use the
funds in ways that will build their long-term capacity to serve
disadvantaged youth, such as through providing professional development
to teachers. Education also is encouraging LEAs to give particular
consideration to early childhood education programs.

Education allocated the first half of states’ ESEA Title I, Part A allocations
on April 1, 2009, with Massachusetts receiving $81.8 million of its total
$163 million allocation. In fiscal year 2009, Massachusetts’s regular ESEA
Title 1 allocation was approximately $234 million. The state is expecting its
regular allocation to be slightly more in fiscal year 2010, about $244
million. According to state education officials, they view Recovery Act
ESEA Title I funds as an addition to their regular allocation.

LEAs began receiving ESEA Title I Recovery Act funds on July 1, 2009, and
will continue to draw down funds as they incur allowable expenses. State
officials required LEAs to submit an application prior to receipt of these
funds. The state is using its usual administrative processes to make these
funds available to LEAs.

Both state and local officials talked about the Recovery Act’s goal of job
preservation and creation. They explained that ESEA Title I funds are
unlikely to generate new positions but may help with job retention for
teachers and staff. State and Boston Public Schools officials suggested
that there is tension between the Recovery Act’s goal of job creation and
Education’s guidance to invest these one-time funds thoughtfully to
minimize the “funding cliff” that would occur once those funds are no
longer available. Education officials said that ESEA Tiile | requirements
are stringent, and funding can only be used for limited purposes.
Massachusetts provided guidance to its LEAs, encouraging them to make
strategic investments that will have an impact beyond fiscal year 2010 and
fiscal year 2011, when Recovery Act funding is gone. State officials
provided LEAs with a list of some of the ways a district could use its
Recovery Act funds to make strategic investments. The list included,
araong other things, investing in licensure and career developraent,
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dropout prevention, professional developraent, and purchase of
equipment,

Officials from the Boston Public Schools, which is receiving $20.9 million
from the first allocation of ESEA Title I Recovery Act funds, said that they
will seek a waiver from Education to the ESEA Title [ supplemental
educational services requirement. Under ESEA Title 1, supplemental
educational services must be available to students in schools that have not
met state targets for increasing student achievement (adequate yearly
progress) for 3 or more years. Boston education officials explained that
they intend to use their regular ESEA Title I allocation for supplemental
educational services,” but said they would like to use their Recovery Act
funds for benchmarking assessment, a student information system, and
targeted upgrades of computer facilities for teacher and student use.
According to Boston education officials, these investinents can positively
irapact the learning of students districtwide, unlike supplemental
educational services that tend to benefit individual students.

State Officials
Required Submission
of Application for
Receipt of Recovery
Act IDEA Parts B and
C Funds

The Recovery Act provides suppleraental funding for programs authorized
by Parts B and C of the Individuals with Digabilities Education Act (IDEA},
the major federal statute that supports special education and related
services for infants, toddlers, children, and youth with disabilities. Part B
provides funding to ensure preschool and school-aged children with
disabilities have access to a free and appropriate public education, and
Part C programs provide early intervention and related services for infanis
and toddlers with disabilities or at risk of developing a disability and their
families. IDEA funds are allocated to states through three grants—Part B
preschool age, Part B school age, and Part C grants for infants and
families, States were not required o submit an application to Education in
order to receive the initial Recovery Act funding for IDEA, Parts Band C
(50 percent of the total IDEA funding provided in the Recovery Act).
States will receive the remaining 50 percent by September 30, 2009, after
submitting information to Education addressing how they will mest
Recovery Act accountability and reporting requirements. All IDEA

“The term “supplemental educational semc&s means mmnug and other supplemental
acadenic ennchmeﬂt semces thsi are m i toi provided during the school
day, which are dto the dermic achi of eligible
students as measured by the state’s assessment system a.nd enable these children to attain
proficiency in meeting state
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Recovery Act funds must be used in accordance with IDEA statutory and
regulatory requirements. Included in these are the following:

* amaintenance-of-effort requirement that state and local expenditures
for special education not fall below those of the previous fiscal year;
and

« arequirement that Part B funds supplement, rather than supplant,
state and local funding.

Education allocated the first half of the states’ IDEA allocations on April 1,
2009, with Massachusetts receiving a total allocation of about $149 million
for all IDEA programs. The largest share of IDEA funding is for the Part B
school-aged program for children and youth. The state’s initial allocation
was

«  $5.1 million for Part B preschool grants,

¢ $140.3 million for Part B grants to states for school-aged children and
youth, and

o $3.7 million for Part C grants for infants and families for early
intervention services.

Seven LEAs received IDEA Part B funds in early June to make up for
funding cuts at the local level. As of July 2009, the remaining LEAs with
approved applications can begin receiving funds and can continue to do so
as needed.

The state required its LEAs to submit applications to the state for IDEA
Part B funds. As part of the application for grants for school-aged children
and youth, LEEAs had to specify how they planned to use at least 50 percent
of their total fiscal year 2010 Recovery Act Part B allocation to assist
students with disabilities and advance education reform in four areas: (1)
educator quality and effectiveness, (2) enhanced systems and programs for
students with disabilities and their families, (3) assessment and data
systems, and (4) college and career readiness. The state suggested that no
more than 50 percent of the remaining total allocation be used for
recovery purposes o sustain and support existing special education
programs and to advance short-term economic goals by spending quickly
to save jobs and improve student achievement.

State officials said they provided guidance related to IDEA Part B

maintenance-of-effort requirements, consistent with their understanding,
to LEAs through presentations around the state and postings on their Web
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site. However, Boston Public Schools officials still had questions. Officials
from the Boston Public Schools, which received an initial allocation of
$10 million in IDEA Recovery Act funds, want additional guidance from
Education. Specifically, Boston school officials want guidance on the
impact reserving funds for prereferral to special education interventions
will have on the requirement that Part B funds supplement, rather than
supplant state and local funding.

Boston Public Schools officials said they plan to use their initial Recovery
Act IDEA funds to invest in some positions, prereferral to special
education interventions, autism technology and training, and expansion of
inclusion activities. According to Boston officials, they want to decrease
the mumber of students who are referred to special education. Currently,
the Boston Public Schools has a 20 percent referral rate to special
education. Also, officials said they want to provide more and better
services to those students who need special education services. For

- example, Boston officials said that they cannot provide the full range of

services that autistic children might need. Through purchasing technology
and training staff, they might be able to provide services to more autistic
children.

Officials from the Lawrence Public Schools, which received an initial
allocation of $2.4 million in IDEA Recovery Act funds, said they are
comfortable with the guidance they received from state officials and
Education. Lawrence officials said they are considering several ways to
use their initial allocation, including professional development and the
purchase of alternative instructional models. According to Lawrence
officials, by building the capacity of all teachers, they anticipate that they
may reduce the need for special education services.

Massachusetts Using
WIA Youth Funds to
Create Summer
Employment
Opportunities within
Targeted
Municipalities

The Recovery Act provides an additional $1.2 billion in funds nationwide
for the Workforce Investment Act (WIA) Youth program to facilitate the
employment and training of youth. The WIA Youth program is designed to
provide low income in-school and out-of-school youth age 14 to 21, who
have additional barriers to success, with services that lead to educational
achievement and successful employment, among other goals. The
Recovery Act extended eligibility through age 24 for youth receiving
services funded by the act. In addition, the Recovery Act provided that, of
the WIA Youth performance measures, only the work-readiness measure is
required to assess the effectiveness of summer only employment for youth
served with Recovery Act funds. Within the parameters set forth in federal
agency guidance, local areas may determine the methodology for
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measuring work readiness gains. The program is administered by the U.S.
Department of Labor and funds are distributed to states based upon a
statutory formula; states, in turn, distribute at least 85 percent of the funds
to local areas, reserving up to 15 percent for statewide activities. The local
areas, through their local workforce investment boards, have flexibility to
decide how they will use these funds to provide required services. In the
conference report accompanying the bill which became the Recovery
Act,® the conferees stated that they were particularly interested in states
using these funds to ereate summer employment opportunities for youth.
Summer employment may include any set of allowable WIA Youth
activities—such as tutoring and study skills training, occupational skills
training, and supportive services—as long as it also includes a work
experience component. Work experience may be provided at public
sector, private sector, or nonprofit work sites. The worksites must meet
safety guidelines and federal and state wage laws.”

The Executive Office of Labor and Workforce Development (EOLWD)
oversees the WIA Youth program in Massachusetts, along with other
workforce-related programs such as the unemployment insurance,
workforce development, and employment service programs. The state is
divided into 16 local workforce investment areas, each with its own
workforce investment board, which oversees the WIA Youth program, as
well as other employment and training programs. At the state level,
EOLWD contracts the oversight, technical assi e and mordtoring of
WIA services to the Commonwealth Corporation-a quasi public agency
created by the State Legislature, Financial contracts for WIA Youth
funding are issued through a state contracting process that includes all
United States Department of Labor Employment and Training
Administration resources that is managed by EOLWD’s Department of
Workforce Development and Division of Career Services. The state
develops guidance that is disseminated through the Commonwealth
Corporation to the local boards. Bach board then manages its WIA
programs directly or procures a third party to manage the programs.

MHLR. Conf. Rep. No. 111-16, at 448 (2009).

BCurrent federal wage law specifies a minimum wage of $6.55 per hour until July 24, 2009,
when it becomes $7.25 per hour. Where federal and state law have different minimum wage
rates, the higher dard applies. The M T ini ‘wage rate is $8,00 per hour.
Mass. Gen. Laws ch. 151, § 1
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Massachusetts Is
Leveraging Recovery Act
Dollars to Expand Summer
Youth Services

EOLWD allocated $21,112,332 of the $24,838,038 WIA Youth Recovery Act
funds to the 16 workforce investment areas within the state. EOLWD
officials stated that they have instructed the local boards to spend the
majority of their Recovery Act funds, at least 60 percent, by September 30,
2009, and the remainder of the funds by September 2010, with the goal of
rapidly stimulating the economy. As of June 23, 2009, about $728,000 (3
percent) of the $24.8 million in WIA Youth Recovery Act money has been
expended in total. The two local boards we visited, the Central
Massachusetts Workforce Investment Board in Worcester and the Lower
Merrimack Workforce Investinent Board in Lawrence, were allocated
about $2.0 million and $1.5 million in WIA Youth Recovery Act money,
respectively. The Central Massachusetts Board has spent about $346,000-—
about 18 percent of their total WIA Youth Recovery Act Funds as of June
23, 2009, while the Lower Merrimack Valley Board has spent about
$54,000-—about 4 percent as of June 23, 2009. Officials from both boards
stated that these expenditures were for planning and administration
activities to get their summer programs operational.

EOLWD has proposed recommendations on how to use the 15 percent
WIA Youth state set-aside funds. Officials stated that a portion of the funds
will go to the Commonwealth Corporation for monitoring local board
activities. The Commonwealth Corporation plans to use these funds to
hire additional staff to assist with its monitoring. The state has used some
of these funds to develop an eligibility guidance tool for state agencies and
local boards and to provide a series of eligibility and workplace safety
trainings.

According to State officials, WIA Youth Recovery Act dollars will be used
to fund summer programs in all cities and towns® in all 16 workforce
investment areas. The programs will serve about 6,500 eligible youth this
summer, with each youth working an estimated 30 hours per week for 8
weeks at the rate of $8 per hour. In total, the Governor’s Office plans to
create about 10,000 summer jobs for youth in 60 communities across the
state by leveraging and coordinating $21.1 million in Recovery Act WIA
Youth funds, $3.1 million in Recovery Act Edward Byrne Memorial Justice
Assistance Grant (JAG) funds provided to the state Executive Office of
Public Safety and Security, and $6.7 million in state funded Youthworks

*fn state fiscal year 2008, 14 of the 16 local workforce boards operated Youthworks
surnmmer programs in 25 cities.
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program.” The Governor stated that this approach will maximize state and
federal resources, increase the number of jobs for young people, and
expand services for youth up to age 24.% It is proposed that the JAG
funding will create new summer jobs prograrns in 35 cities and towns that
previously did not have summer progrars, The state funded Youthworks
program will target 25 cities and towns in the state and only serves young
people from these communities,

The Central Massachusetts Board plans to use their WIA Youth Recovery
Act money to serve 500 youth® in three local regions by offering youth
work experience combined with training. The board has put out arequest
for proposal for these opportunities, Local officials will match the youth
with the different opportunities proposed by providers. It has contracted
out the administration of its WIA Youth funds to the Worcester
Community Action Council, Inc., which will conduet youth outreach,
compile youth applications, and provide completed applications to the
board for enrollment.

The Lower Merrimack Board plans to use their WIA Youth Recovery Act
money to serve 700 youth by offering them either work experience or
work experience combined with training, and has put out a request for
proposal for these opportunities.” Local officials stated that an example of
work experience combined with training would be a program that employs
the youth for part of the day (such as a basketball coach at a Boys and
Girls Club), and then provides the youth a learning opportunity (such as

For state fiscal year 2008, the state served 3,827 youth (130 percent of their target goal for
youth served) through the state Summer Youthworks prograra with $5,660,334 in funding
and 433 youth (152 percent of their target goal for youth served) through the state
Youthworks Year-Round prograra with $689,665 in fanding.

The Recovery Act extended eligibility through age 24 for youth receiving services funded
by the Recovery Act. For state fiscal year 2010, the state funded Youthworks program will
provide employrent opportunities to youth ages 14 to 21 that are from families that are
below 200 percent of the federal poverty level and placed at risk by one or more risk
factors.

*In state fiscal year 2008, the Central Massachusetts Board served 387 youth (139 percent
of their target goal for youth served) through the state Summer Youthworks program with
$533,081 in funding. For state fiscal year 2009, the board plans to serve an additional 300
youth through the state-funded Youthworks program in the City of Worcester.

*In state fiscal year 2008, the Lower Merrimack Board served 197 youth (113 percent of
their target goal for youth served) through the state Summer Youthworks program with

$336,655 in funding. For state fiscal year 2009, the board plans to serve an additional 2056
youth through the state-funded Youthworks prograra.
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academic tutoring) for the other part of the day. The board works with the
ValleyWorks One-Stop career center to operate the youth suramer
program and with the Division of Grants Administration, a division of the
city of Lawrence, to administer the youth sumroer program and intends to
target some older youth.® As of June 26, 2009, the board has 315
completed applications for the WIA Youth sumuner program and should
meet its goal of 700 youth with the applications it has in progress.™ Youth
will actually be enrolled on the first day of the program, July 6, 2009.

WIA Youth Program
Operation Presents
Challenges

State officials expressed concern regarding the documentation
réquirements for youth to qualify for the WIA Youth program, particularly
as compared to the requirements of their state funded Surmer
Youthworks program for state fiscal year 2010, The WIA Youth program’s
doo tation requi are more restrictive than the state-
administered program, impacting the ease with which youth can docurment
their eligibility. For example, youth entering the state prograra can
demonstrate their financial eligibility if they receive benefits from the
federal free lunch program. In contrast, to obtain WIA Youth services,
youth must produce documentation such as a gross wages and salary
statement.

State and local officials also stated that the accelerated time frames to
enroll youth in the program while still meeting all of the Recovery Act
provisions is challenging. State officials also expressed a concern that the
two workforce investment boards that do rot run summer programs
through the state funded Youthworks program may face challenges in
starting new programs.” State officials told us that they plan to conduct
more oversight of these two Boards. Finally, officials from one board we
visited stated that it will be logistically challenging for them to deliver and
collect weekly timesheets from the numerous youth in the progran.

'The board is targeting youth who may also be lassified as a dislocated worker
and 35 : i For these youth te join the sumumer program, they
would have fo forgo their Y f benef)

®There are 202 applications awaiting only a work permit, and another 308 applications
require the youth to participate in orientation and submit documents reguesting a work
request.

*Rourtesn of the 16 Jocal boards ran 2 stand-al youth in
2008, Although WIA Youth requires a i its d it does

not provide for a stand-alons summer program. S!rfalier WiA bo:;rds de not typically run
stand-alone programs,
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Officials from both local boards we visited stated that they had very little
time between when they were allocated the grant and when the first youth
are expected to begin the program. Moreover, the Lower Merrimack Board
had to quickly ramp up to hire and train staff to administer the WIA Youth
summer program, and it faced logistical issues with securing the physical
space for staff to work. Officials from this board also stated that they were
surprised that some providers they had worked with in the past did not
submit proposals for work experiences combined with a training
component this year. For example, the Learning for Life prograr within
the Haverhill Public Schools has submitted proposals in prior years but did
not submit a proposal this year.*

Since the youth participating in WIA summer youth employment activities
will be subsidized by Recovery Act funds, the state has instructed local
areas to take precautions regarding worksite placements to ensure that
WIA Youth-funded work experiences do not unfavorably impact current
employees or replace the work of employees who have experienced a
layoff. State guidance specifies that WIA Youth-funded work experiences
are to increase the work-readiness skills of youth and are not designed to
enhance the profit margin of a company. For example, officials at the
Lower Merrimack Board told us that they are working with one
municipality and a local union to ensure that the WIA Youth funded
summer positions are not supplanting municipal jobs.

Massachusetts Has
Proposed Priority
Areas for Edward
Byrne Memorial
Justice Assistance
Grant Funding

The Edward Byrne Memorial Justice Assistance Grant (JAG) Program
within the Department of Justice's Bureau of Justice Assistance (BJA)
provides federal grants to state and local governments for law
enforcement and other criminal justice activities, such as crime prevention
and domestic violence programs, corrections, treatment, justice
information sharing initiatives, and victims’ services. Under the Recovery
Act, an additional $2 billion in grants are available to state and local
governments for such activities, using the rules and structure of the
existing JAG program. The level of funding is formula-based and is
determined by a combination of crimne and population statistics. Using this
formula, 60 percent of a state’s JAG allocation is awarded by BJA directly
to the state, which must in turn allocate a formula-based share of those

Hprevious Learning for Life proposals were o serve in-school youth with both an education
component for a portion of the day—such as classroom leaming, as well as a work
activity~-such as working in the Haverhill City Hall Café.
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funds to local gover ts. The r ining 40 percent of funds is awarded
directly by BJA to eligible units of local government within the state.® The
total JAG allocation for Massachusetts state and local governments under
the Recovery Act is about $40.8 million, a significant increase from its
previous fiscal year 2008 allocation of about $3.1 million. JAG funds going
directly to the state government are expected to total approximately $25
million, consistent with the Recovery Act’s allocation formula, while
Massachusetts cities and towns will receive about $15.7 million directly in
funds. Of JAG funds going to the Massachusetts state government, most
{about $13.6 million) is planned to be used to supplement current state
public safety programs and retain jobs and support core services.” These
state-run programs have been generating deficits from their state-
supported funds. In addition, state government officials plan to use about
$5.9 million to support local law enforcement agencies across the state
whose operations have been adversely affected by state and local budget
conditions, while a portion, about $3.1 million, will be used to supplement
an annual summer jobs program targeted to at-risk youth administered by
workforce investment boards throughout the state. For the $5.9 million
planned to support local law enforcement agencies, the state is
establishing grant criteria and awaiting project proposals from cities and
towns. The remainder of funds (approximately $2.4 million) are planned
for state JAG administration.

Even though BJA approved the state’s application, Massachusetts was not
to obligate, expend, or draw down JAG funds until the state resolved
special conditions specified in BJA's grant approval letter, such as
addressing outstanding audit report findings. According to state officials,
one audit found that federal grant funds had been allocated to the wrong
state agency; however, these officials noted that this finding was
addressed by reallocating these funds to the correct state agency. State
officials told us that they subsequently submitted doc ation to BJA to
address these conditions. According to state officials, as of June 2, 2009,
these special conditions were met, and the state subsequently received
notice that BJA approved the state’s grant and lifted all conditions. State

*We did not review these funds awarded directly to local governments in this report
because the Bureau of Justice Assistance's solicitation for local governments closed on
June 17.

®As of June 18, 2009, $12.7 million has been allocated for the M: k D of
Correction (MADOC) for medical, dental, and mental health services for those incarcerated
by MADOC.
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officials say that funds will be available for use for the WIA Youth program
after officials from the Executive Offices of Public Safety and Security and
Labor and Workforce Development sign an interagency agreement and the
Office of the State Comptroller processes the necessary paperwork.

Massachusetts
Receiving Large
Influx of Recovery
Act Weatherization
Funds with Plans to
Begin Weatherizing
Housing Units July
2009

The Recovery Act appropriated $5 billion for the Weatherization
Assistance Program, administered by the U.S. Department of Energy
(DOE) through each of the states and the District of Columbia.” This
funding is a significant addition to the annual appropriations for the
weatherization program that have been about $225 million per year in
recent years. The program is designed to reduce the utility bills of low-
income households by making long-term, energy-efficiency improvements
to homes by, for example, installing insulation, sealing leaks around doors
and windows, or modernizing heating equipment and air circulating fans.
During the past 32 years, the Weatherization Assistance Program has
assisted more than 6.2 miilion low-income families. According to DOE, by
reducing the utility bills of Jow-income households instead of offering aid,
the Weatherization Assistance Program reduces their dependency by
allowing these funds to be spent on more pressing family needs.

DOE allocates weatherization funds among the states and the District of
Columbia, using a formula based on low-income households, climate
conditions, and residential energy expenditures by low-income
households. DOE required each state to submit an application as a basis
for providing the first 10 percent of Recovery Act allocation. DOE will
provide the next 40 percent of funds to a state once the department has
approved its state plan, which outlines, among other things, its plans for
using the weatherization funds and for monitoring and measuring
performance. DOE plans to release the final 50 percent of the funding to
each state based on the department’s progress reviews examining each
state’s performance in spending its first 50 percent of the funds and the
state’s compliance with the Recovery Act's reporting and other
requirements.

In Massachusetts, a network of 12 coramunity-based organizations
operates the Weatherization Assistance Program under contract within the

37D0}!] also alloca&es funds to American Samoa, the Commonwealth of Puerto Rico, the
of the Northern Mariana Islands, Guam, the Virgin Islands, the Navajo
Indum tribe, and the Northern Arapahoe Indian tribe.
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state’s Department of Housing and Cormmunity Development (DHCD), The
Community Services Unit within DHCD has administrative, programmatic,
and fiscal oversight of the program. Massachusetts expects to receive
about $122 million in Recovery Act funds over a 3-year period. This
represents a significant funding increase over prior weatherization
program funding. For example, Massachusetts received $6.5 million and
$11.7 million in fiscal years 2008 and 2008, respectively. After applying for
funding on March 23, 2009, Massachusetts received approximately 10
percent, or over $12 million, of their Recovery Act funds for
weatherization on April 3, 2009. In an April 2, 2008, e-mail from a DOE
program manager, Massachuseits was advised that these funds could be
spent on development of the state Recovery Act plan for weatherization
required by DOE, application package, and other activities such as
training,”® Massachusetts, however, has not used this initial altocation, but
rather used DOE fiscal year 2008 weatherization funds to fund expenses
related to the development of the state plan, application package, and
other activities (as well as weatherization activities). According to state
officials, they plan to begin dispersing the Recovery Act funds at the
beginning of the state’s fiscal year 2010, which is on July 1, 2009,
According to a DHCD official, the 10 percent already received and the 40
percent that the state wiil receive upon plan approval will be used for the
same purpose—completion of weatherization work and related expenses
in accordance with the approved state plan. Massachusetts subrmitted its
Recovery Act weatherization plan to DOE for review and approval on May
11, 2009. Because DOE has yet to approve its state plan, Massachusetts is
not yet authorized to obligate any of the Recovery Act funds provided by
DOE.*®

Once the state plan is approved by DOE, DHCD will issue contracts to its
local subgrantees and have the contracts go through the state’s accounting
system. After contracts are in place, DHCD expects that obligations and

g

*These were in with Weatherization Program Notice 09-1B, Grant Guidance to
Administer the American Recovery and Reinvestment Act of 2002 Funding, and applicable
regulations. In addition, this e-mail advised that no Recovery Act funds could be used for
production until DOE approval of state Recovery Act plans. However, on June 9, 2008, BOE
issued revised guidance lifting this limitation to allow states to provide funds for

producti fvities to local ies that previously provided services and are included in
state Recovery Act plans.

®According to officials, they are awaiting guidance from the U.S. Department of Energy on
Davis-Bacon wage rates,
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expenditures at the local agencies will move quickly. Expected uses of
these funds are described below.

Table 2: Massachusetts Planned Use of R y Act W ization Funds

Weatherization Estimated

funds® units  Activity

$86,139,495 12,157  Weatherization services using existing herization network (Ci ity Action
A ies and Housing Assi e Corporation)

25,000,000 3,846  Weatherization of state-owned public housing

6,000,000 923  Weatherization of expiring P vation properties”

1,000,000 N/A  Development of Massachusetts Clean Energy Center

Source; State Plan: 2008 American Recovery and Reinvestment Act Weatherization Assistance Program for Low Income Persons,
of of Housing and Community Development.

*The remainder of the $122,077,457 allocation will be used for the administrative budget of the

Massachusetts weatherization program ($2,690,056) and for other training and technical assistance

activities (§1,247,808) other than the development of the Clean Energy Center.

*This is property where owners can convert to market-rate properties after a specific passage of time
or when contractual cbligations expire. The effort to keep these expiring use properties affordable is
called affordabis housing preservation.

“The Massachusetts Exscutive Office of Energy and Environmental Affairs plans to develop a iraining

center to develop and maintain workiorce and career training for energy sfficiency and building
science in Massachusetts.

DHCD officials began preparing for the large influx of weatherization
funds by holding meetings in November 2008 with local agencies and
utility program providers, asking them, for example, to hire additional
administrative staff and energy auditors, as well as to recruit and train
additional weatherization contractors.” To reach the state’s
weatherization goals under the Recovery Act, the state originally planned
an increase in the number of energy anditors from 42 to approximately 72
and the number of contractors from 60 to about 125 (subsequently revised
to 100).“ The state is currently using 2009 existing weatherization program
funds to strengthen its ability to train new-hires to the weatherization
workforce. For example, in March 2009, the training process began for

“Bnergy auditors perform inspections of energy, health, and safety concerns of homes
after b holds are ined eligible for herization services.

“As of June 25, 2009, the hiring goal for energy auditors had been reached with the need for
weatherization contractors amended to a total of 100. With 18 new weatherization
contractors, the state notes that an additional 22 need to be brought under contract to meet
their revised total.
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over 25 new energy auditors with a statewide workshop,” and the
department expects an ongoing focus on training and technical assistance
activities not only for energy auditors, but also for private sector
contractors.® According to DHCD officials, they received comprehensive
verbal guidance from DOE on such issues as development. of and timelines
for the Recovery Act state weatherization plan, grant application
procedures, reporting requirements, and training plans for the
weatherization workforce.

DHCD officials said that their biggest concern about Recovery Act funds
for weatherization relates to the need for direction from DOE on applying
Davis-Bacon wage rates. They noted that their ability to weatherize
housing units with Recovery Act funds is contingent on receiving direction
regarding requirements for wages as well as instructions for
implementation. Officials said they have requested training related to
requirements in the Davis-Bacon Act. Another concern is spending
Recovery Act money quickly and effectively, while maintaining the quality
of work. They also expressed concern about turnover among crew
members for private sector contractors. They said this might be relatively
high due to such factors as outside work in extreme temperatures or
inside work in restricted areas such as attics and crawispaces.

“The training was focused on such issues as how the weatherization program works in

M t the ion for energy audi who are fally job-site
coordinators working with the weatherization program contractor; gquality assurance
requirements; the importance of aceurate measurements; health and safety concerns,
requirements, and testing; the use of special instrumentation; identifying thermal and air
barriers; attic and sidewall insulation; and heating system identification, combustion, and
safety testing. Most of these auditors were expected to be certified through DHCD'’s Energy
Auditor Certification process by June 2009.

“This is in response to increased funding from both the Recovery Act as well as the 2009
weatherization program grant in addition to increased low-income rate payer utility
efficiency program funding.
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Local Housing
Agencies Receive
Capital Formula
Grants

The Public Housing Capital Fund provides formula-based grant funds
directly to public housing agencies to improve the physical condition of
their properties for the development, financing, and modernization of
public housing developments, and for management improvements.* The
Recovery Act requires the U.S. Department of Housing and Urban
Development (HUD) to allocate $3 billion through the Public Housing
Capital Fund to public housing agencies using the same formula for
amounts made available in fiscal year 2008. Recovery Act requirerents
specify that public housing agencies must obligate funds within 1 year of
the date they are made available to public housing agencies, expend at
least 60 percent of funds within 2 years of that date, and expend 100
percent of the funds within 3 years of that date. Public housing agencies
are expected to give priority to projects that can award contracts based on
bids within 120 days from the date the funds are made available, as well as
projects that rehabilitate vacant units, or those already under way or
included in the required 5-year Capital Fund plans. HUD is also required to
award $1 billion to housing agencies based on competition for priority
investments, including investments that leverage private sector funding or
financing for renovations and energy conservation retrofit investments. On
May 7, 2009, HUD issued its Notice of Funding Availability (NOFA) that
describes the competitive process, criteria for applications, and time
frames for submitting applications.®

“Public housing agencies receive money directly from the federal government (HUD).
Funds awarded to the public housing agencies do not pass through the state budget.

HUD released a revised NOFA for competitive awards on June 3, 2009, The revision

included changes and clarifications to the criteria and timeframes for application, and to
funding limits.
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Figure 4: Percent of Pubiic Housing Capital Funds Allocated by HUD That Have Been Obligated and Drawn Down in
Massachusetts

Funds obligated Funds drawn down
Funds obligated by HUD by public housing agencies by public housing agencies
3.8% 04%

$81,886,976 $3,001,247 $309,327

Entering into agreements for funds
Cbiigating funds
Orawing down funds

Source: GAO analysis of HUD data,

As described in figure 4, in Massachusetts, all 68 public housing agencies
eligible for Recovery Act formula grant awards received a total of
$81,886,976 from the Public Housing Capital Fund formula grant awards.®
As of June 20, 2009, $3,091,247 (3.8 percent) of the total amount had been
obligated by 20 Massachusetts public housing agencies and $309,327.23 (.4
percent) had been drawn down or expended by 6 Massachusetts public
housing agencies.

We visited the Boston Housing Authority and the Revere Housing
Authority in Massachusetts for site visits related to their use of Capital
Fund formula grants totaling $33,653,805. We selected the Boston Housing
Authority because it received the largest capital fund grant allocation in
Massachusetts and selected the Revere Housing Authority because it was

*“Individual awards ranged from $13,311 for the Hanson Housing Authority to over $33
raillion for the Boston Housing Authority.
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designated as “troubled” by HUD several years ago.” Their grants were
awarded on the basis of the Capital Fund formula used for awards made in
fiscal year 2008 and computed based on data on buildings and units
reported to HUD as of September 30 of the prior fiscal year.®

Officials at the Boston Housing Authority, which was allocated
$33,329,733, met weekly for several months to select projects in light of
Recovery Act priorities. Of the 15 projects finally selected, 11 of those
were part of the 5-year capital plan and the remaining four selected on the
basis of needs identified outside 5-year capital plans. The 15 projects did
not address the Recovery Act requirement that housing agencies give
priority to projects that can award contracts based on bids within 120 days
from the date the funds are made available. Boston Housing Authority
officials had determined that awarding construction contracts of any size
or complexity based on a fair public bidding process within 120 days with
no prior notice would be highly unlikely. For example, state building code
requirerents, they said, require that a registered architect or engineer
complete the design phase of a project before notice can be given to
potential bidders.” According to Boston Housing Authority officials, while
there were other projects with a completed design phase and which were
ready to bid, these had reached that stage because funding other than
Recovery Act monies had already been allocated and budgeted for those
projects. Officials believed that to change the funding for these projects to
Recovery Act funding would violate the Recovery Act prohibition on
supplanting funds. In addition, since Boston Housing Authority officials
stated that they do not have vacant units beyond vacancies from normal
turnover, the Recovery Act priority for rehabilitation of vacant units was
inapplicable.

For the 15 projects selected, the Boston Housing Authority plans to use all
$33 million of its grant allocation for these projects which will serve 5,090
units with completion of all projects expected by the end of 2011. These
projects range from redevelopment to bathroom and plumbing system
replacements, boiler replacements, roof replacements, and adding security

“On January 31, 2007, the housing authority’s progress in addressing issues leading to this
designation led HUD to remove the authority from a “troubled” status.

“Rach public housing authority's amount from the Capital Fund formula is the average of
the public housing authority’s share of existing modernization need and its share of accrual
need (by which method each share is weighted 50 percent). 24 C.F.R. § 905.10.

©780 CMR 116.0 of the Massachusetts State Building Code.
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features to elevators and lobbies at muitiple locations. As of June 30, 2009,
Recovery Act funds had not been drawn down to pay for any of the 15
projects.

One exanple of a current, already-planned, project that the Boston
Housing Authority determined as benefiting from additional funding from
the Recovery Act is bathroom modernization of 152 units at Mary Ellen
McCormack, a public housing development in South Boston. This project
began in February 2009 with an estimated completion date of June 2011.
Using $3,976,000 in Recovery Act funding, this project will involve the
complete replacement of all bathroom plumbing and waste lines, paint,
tile, lighting, and electrical fixtures, and the instailation of new venting,

The Revere Housing Authority decided Recovery Act funds would be used
for one project—installing energy-efficient windows in a 100-unit housing
project. Revere officials identified this project on the basis of needs which
emerged after their initial capital planning process, and then included this
project upon resubmission of their capital plan after the passage of the
Recovery Act. To date, officials in Revere have contracted with an
architectural firm to perform the following functions: analysis of current
window conditions, design of new windows, administering the bidding
process, reviewing bid submissions, contract administration, and closeout
of the contract. While $22,500 was obligated by the Revere Housing
Authority as of June 2, 2009, they have not drawn down any funds as of
June 30, 2008, but will do so once invoices are received. The project is
estimated to be completed in March 2010.

Another major component of HUD Recovery Act funding for federal public
housing is the competitive grants program, with $1 billion available
nationally for projects characterized by priority public housing
investments intended to leverage private sector funds for renovations and
energy conservation. The Boston Housing authority has begun to compile
alist of proposed projects and officials told us they planned to apply for
this funding. A Revere official noted that they will apply in the future.

Neither the Boston Housing Authority nor the Revere Housing Authority
described challenges in accessing funds. In terms of meeting accelerated
time frames, Boston Housing Authority officials described the tension
between spending Recovery Act funds as effectively as they can while
getting the funding out in an expeditious fashion. When asked about the
Recovery Act requirement related to the application of prevailing wage
rates, officials in Revere indicated that they are used to meeting Davis-
Bacon requirements and view meeting these wage levels as a seamless
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part of their contractual agreements with workers.* Boston officials also
mentioned that they are accustomed to working with Davis-Bacon
requirements.

Massachusetts Takes
Steps to Oversee and
Safeguard Recovery
Act Funds

Central Government
Entities and State Agencies
Have Taken Steps to
Provide Oversight of
Recovery Act Funds

Three state organizations——the State Comptroller’s Office, the Office of
Infrastructure Investment, and the Governor's Office—have all led focused
efforts to ensure that agency internal control activities are sufficient for
managing and overseeing Recovery Act funds. The Comptroller’s Office is
working with state agencies to determine whether they need to establish
new processes or procedures for internal controls by instructing state
agencies to update their internal control plans. This update requires state
agencies to complete a self-assessment questionnaire containing specific
questions on compliance with Recovery Act provisions. The Office of
Infrastructure Investment has contracted with consuitants on project
management issues to evaluate Recovery Act-relaied internal control gaps
across the state and is in the process of hiring a compliance manager to
assist with Recovery Act oversight, Furthermore, the Governor's Office
required that each state executive agency conduct a risk assessment and
had the assessments reviewed by the state oversight entities, The State
Auditor’s Office plans to use these assessments to target its Recovery Act
oversight work. :

In addition to the efforts taken by central state entities to prepare for
oversight activities, executive agencies we visited plan to conduct
oversight of their respective Recovery Act funds. Examples of oversight
activities include conducting site visits and inspections, performing desk
audits, and ensuring daily oversight of contractors. Specifically,
transportation officials stated that oversight of projects includes daily

“The Recovery Act requires all lab and hani ployed by and
subcontractors on Recovery Act projects to be paid at least the prevailing wages as
determined under the Davis-Bacon Act. Recovery Act, div. A, title XV1, § 1606. Under the
Davis Bacon Act, the Department of Labor determines the prevailing wage for projects of a
similar character in the locality. 40 11.5.C. §§ 3141-3148.
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oversight of both contractors and subcontractors. In addition, resident
engineers for each work site keep daily records of employee hours worked
and the number of items (e.g., catch basin covers) installed.
Weatherization projects under DHCD must be inspected by weatherization
certified auditors before a contractor is paid, and department officials
participate in about 15 percent of these inspections. Officials from the
Executive Office of Public Safety and Security stated that they are
developing specific subgrant conditions related to Recovery Act funds,
including corapliance with the Office of Inspector General's rules on
waste, fraud, and abuse. They will also conduct site visits and desk
reviews of JAG recipients. The EOWLD stated that they will continue their
existing oversight activities, such as annually reconciling the Workforce
Investment Boards’ planned versus actual expenses and periodically
performing site visits to boards to review such items as eligibility
documentation, standard operating procedures, and subreeipient
monitoring.

Single Audit Results Used
by State Officials for
Oversight Activities

Officials at the State Auditor's Office said they use the results of the Single
Audit to target their oversight and require corrective action plans, when
necessary. Officials from the Executive Office of Education and the
Executive Office of Transportation said they review the Single Audit
management decision letters to determine if any one of their programs had
a finding. If there is a finding, the agency will notify the respective
programmatic area and schedule meetings to address the issue. Education
officials we et with stated that education findings are infrequent and
typically minor in scope. However, in both 2007 and 2008, the same
material weakness occurred within the Massachusetts Department of
Education’s Department of Early Education and Care™ regarding the use
of expired procurements. The State Auditor instructed the department to
correct this practice, but during its 2008 Single Audit, the State Auditor
reported the same finding. According to state officials, the correction to
this material weakness is a multiyear process. The Massachusetts
Department of Education is scheduled to complete the largest

*'The 2007 Massachusetts Single Audit contained three material weaknesses and other
findings. The 2008 Single Audit repeated one of these material weaknesses where the
Department of Early Education and Care was using four procurements created by its
predecessor, the Office of Child Care Services, for services provided by federally funded
child care that were developed b 1998 and 2001. The department had
received multiple extensions fror the state procurement oversight agency and was
required to perform new procurements for the period beginning July 1, 2005.
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procurement rebid by July 2009, and will then follow the same process for
the other rebids. For the 2009 Single Audit (vear ending June 30, 2009), the
State Auditor is reviewing four major programs, including the Department
of Barly Education and Care, based on this ongoing material weakness. In
addition, the state is negotiating with the firm that works on the single
audit to perform more real time audits along with their typical single
audits in order for the state to obtain information on internal control
igsues on a real time basis.

Similarly, state transportation officials stated that if any findings are
uncovered during the Single Audit, they will work with the State Auditor to
develop corrective action plans. Transportation officials further stated that
there have not been any significant transportation findings within the past
5 years.

The 2008 Single Audit for Massachusetts contained one material weakness
in the education area regarding procurement, noted above, and other
findings mostly related to program monitoring and supervisory review.

State Inspector General
and Auditor Have Not
Finalized Oversight Plans,
State Attorney General
Continues Oversight
Efforts with STOP Fraud
Task Force

Neither the State Auditor nor the State Inspector General have yet
finalized their plans to conduct oversight of the state Recovery Act funds.
The State Auditor’s Office recently drafted an audit plan, outlining specific
areas to target, and has begun some preliminary work to confirm their
plans. The State Inspector General said he anticipates targeting areas
where there is no other oversight by reviewing the oversight planned by
the federal Inspectors General, the State Auditor, and the state Attorney
General and will then fill in any gaps, with a focus on procurement. The
organizations did not receive additional funding to provide Recovery Act
oversight and are still uncertain about their resource levels for fiscal year
2010 (beginning July 1, 2009). The Governor's Office, however, is hoping to
provide these oversight ageneies with additional resources using Recovery
Act administrative funds. State officials expect Massachusetts to continue
experiencing larger than expected revenue shortages and therefore
significant budget cuts. In addition, the STOP Fraud Task Force created by
the state Attorney General continued to meet and coordinate on oversight
issues. *

%A stated in our prior report, the state Attorney General has convened a task force to
coordinate on oversight issues with the federal and state oversight community.
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Given that significant amounts of Recovery Act funds are now beginning
to flow to the state, it is important that oversight agencies quickly finalize
their plans and shift their limited resources appropriately to safeguard
these funds.

The State Has Taken Steps
to Track Recovery Act
Funds

Massachusetts state and local agencies have taken steps to track the flow
of Recovery Act funds coming into the state. The state Comptroller's
Office is providing and updating guidance to state agencies on its Web site,
working with agency financial personnel to separately code Recovery Act
funds in its state accounting system, and holding weekly conference calls
with these agency finance representatives to provide a question and
answer forum on Recovery Act requirements. The Comptroller’s Office is
also generating statewide reports on Recovery Act-related revenue and
spending. During meetings with the state Executive Offices of Workforce
and Labor Development, Education, and Public Safety and Security,
officials confirmed they are using the state’s accounting system to track
their respective Recovery Act funds. In addition, the Massachusetts Office
of Infrastructure Investment recently contracted with a project
managerment consultant to work with state officials on presentation and
coordination of Recovery Act reporting.

‘While preparations have been under way, challenges with tracking
Recovery Act funds remain. Some funding streams, such as unemployment
insurance, were not included in the state reporting system as of the end of
May 2009. According to the state Comptroller’s Office, there is the risk that
some expenditures will be coded as state money, rather than Recovery Act
money, because some agencies do not have a past history of receiving
federal funds and may therefore occasionally miscode these funds.
However, he does not expect this error to occur in any material way. A
more prominent challenge for the state is that those Recovery Act funds
going directly to recipients other than M t ts state agencies—such
as independent state authorities, local governments, or other entities—
continues to be problematic for state-tracking purposes because these
funds will not flow, and therefore not be tracked, through the state
accounting system. Pending legislation, if passed, would require ail entities
receiving Recovery Act funds in Massachusetts to report funds received to
the state.

In addition to statewide tracking activities, some agencies plan to track
Recovery Act funds with their own in-house systerns. For example,
officials from the Executive Office of Transportation stated they have an
online database that allows transportation officials to segregate, itemize,
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and track Recovery Act funds. Similarly, the EOLWD has issued a budget
template that requires local Workforce Investment Boards to list their
planned expenditures of Recovery Act money by functional categories.
The template also includes auto-fill metrics that highlight whether the
Board’s budget expenditures will meet state guidelines deadlines. At the
local level, both of the Workforce Investment Boards we met with are
issuing separate contracts for serving youth this summer and establishing
separate accounting codes for tracking Recovery Act funds. The two local
housing agencies we visited will use HUD’s Electronic Line of Credit
Control System to separately code and track Recovery Act grants.
Moreover, some agencies are issuing Recovery Act monies as separate
grants to ensure the separate tracking of these funds.

Central Capacity to Track
and Oversee Recovery Act
Funds

Centralized tracking and oversight activities related to the Recovery Act
require additional resources and the state plans to use Recovery Act funds
to cover the cost of certain central administrative activities. Following
May 2009 guidance frorn the federal Office of Management and Budget
(OMB),® state officials plan to use the option of a percentage chargeback
of certain Recovery Act funds to provide additional staffing resources to
entities responsible for oversight, monitoring, and tracking Recovery Act
funds. The chargeback would be used for staff additions to the recently
created Office of Infrastructure Investment, the state Comptrolter’s Office,
the state Budget Office, the State Auditor’s Office, Attorney General's
Office, and the state Inspector General's Office. The Governor filed
legislation to put a mechanism in place for this chargeback, and the state
Budget Office sent a proposal to HHS to obtain authorizationto use a
chargeback mechanism. In May, the Secretary of the Executive Office for
Administration and Finance asked the State Auditor, the state Attorney
General, and the state Inspector General to provide a detailed description
of the work each office would need to perform regarding Recovery Act
work, and a description of the resources each would need to